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EXISTING DISPARITIES IN PUBLIC SCHOOL FINANCE 
AND PROPOSALS FOR REFORM 



I. INTRODUCTION 

% 

Throughout Its history this Nation has stressed education as 
the primary means of guaranteeing every citizen an equal chance 
at obtaining the rewards of an open society. If educational 
opportunities are unequal, then the American experiment In equality 
of opportunity must fall. The evidence Indicates that we are In- 
deed falling. Nor Is there any strong Indication that we are 
about to correct this failure.^ 

The goal of ''equal educational opportunity" Is deeply embedded In the 
American tradition, and few people would dispute that It Is a comnendable 
policy objective. A broad interpretation of this objective Is that edu- 
cational policy-makers should strive for a public school system designed "to 
Insure that children from all groups come Into adult society so equipped as 
to Insure their full participation in this society. . . , to reduce the de- 
pendence of a child's opportunities on his social origins" or place of 
residence.^ 

In the past several years, concern about unequal educational opportunity 
has been aroused by studies documenting clear disparities along social class 
and racial lines: 



^Alan K. Campbell, "Inequities of School Finance," Saturday Review , 
Vol. LII (January 11, 1969), p. 44. 

^ James S. Coleman, "Equal Schools or Equal Students?" The Public 
Interest , No. 4 (Summer 1966), p. 72. As officially expressed, the goal 
of the Federal Government implies: "An opportunity for the best education 
which the Nation can offer each individual, suited to his abilities and 
Interests and without regard to his family Income, race, or place of 
residence" (Special Analysis J, The Budget of the United States > FY 1970, 
p. 117). For discussion of the concept, see Arthur E. Wise, Rich Schools ^ 
Poor Schools: The Promise of Equal Educational Opportunity (Chicago: Uni- 
versity of Chicago Press, . 1968) , Ch. 8, and Jamea S. Coleman, "The Concept, 
of Equal Educational Opportunity." Harvard Educational Review , Vol. 38 
(Winter 1968), pp. 7-22. 
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Extenslve sociological surveys of public schools reveal a 

2. tf.2i.bM2 “.oltS- ..0 .t. “b 

c.pibl. t..c«.tsi th« do th. «ot«t .nd b. looted upon 1 
the system as Incapable of doing better. 

Such findings are only the most dramatic symptoms of broader problems that 
are Inherent in public school finance systems currently operated in most 



states. 

Educational opportunities are far from being equal today. Wide vari- 
ations in the quality of public education among states, within states, and 
even among neighboring jurisdictions in metropolitan areas are well known. 
The present ir.equallty Is indicated by substantial differences in levels of 



per pupil expenditures. 

Since school districts in most states rely heavily on local tax revenues, 
school expenditures are closely related to local wealth, or the size of the 
available tax base, as well as other factors such as the community's willing- 
ness to tax Itself to pay for public education. As any property owner knows, 
the local property tax provides the lion's share of public school revenues 
in most states. This close tie between the property tax and school spending 
often yields strikingly inequitable results: "rich" districts are able to 
afford high levels of school spending at moderate tax rates while less affluent 
communities exert a greater tax effort and still spend less per pupil on 
schools. State governments Intervene in the school finance system by pro- 



3Davld L. Klrp, "The Poor, the Schools, and Equal Protection," Harvaj ^ 
uavia n. 644. For documentation of dls- 

iducati onal Review , Vol. 38 (Fall 19681 , p^ and Suburbs 

.arltles in educational opportunity, see James B . Conmt. 

[NY: McGraw-Hlli Book Co., Inc., 1966); jSiT^Coleman 

levolutlo.T Ir. American Education, (NY. Harper & Rw, ^ 

■ Eoualitv o ^ F.H„.ario^Oppartunltz (Wash^gton: ^ . 

s. Civil Rights Commiaaion Report > Racial Isolation J. 
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viding state aid In varying degrees and according to a complex variety of 
allocation procedures. Unfortunately, even when state school aid Is In- 
tended to "equalize" local tax burdens and school spending levels, the 
results In practice are generally rather Ineffective, and large disparities 
persist. 

Federal aid to elementary and secondary education is focused primarily 
on stimulating programs to promote specific national objectives, and 
although the Federal contribution has Increased sharply in absolute terms 
it remains a relatively minor factor in the total picture of public school 
finance. 

The major purposes of this report are two-fold. The first is to document 
the present inequalities in public school spending levels and local tax burdens 
and to identify the principal reasons for the existing disparities. This 
will be accomplished by reference to previous studies, by critical exami- 
nation of current state and Federal programs of aid to public schools, and 
by analysis of detailed data on the property tax base, school tax rates, and 
current expenditures per pupil for every community In each of the six 
New England states. This first part will provide the necessary groundwork 
for the second objective: a review and evaluation of proposals for reform 
of the currently Inadequate systems of public school finance. 

Intergovernmental Aspects of Public SchDol_F inance 

The burden of providing public schools in the United States has been 
delegated by most states to local government units, but from the earliest 
history of the Nation, state legislatures, and the Federal, government as 
well, have recognized a broad interest in promoting and supporting education. 
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Inltlally, the states narrowly viewed education "not as a right granted to 
the Individual but as a requirement Imposed upon him for the good of the 
state. Increased Federal and state promotion of public education has 
been fostered by empirical research that has documented the relationship 
between an Individual's educational attainment and his earnings, and the 
contribution of education to economic growth. 

There Is a sound theoretical Justification for state and Federal aid 
to education. Given the high mobility, Increasingly sophisticated technology 
and generally growing social and economic Interdependence of American 
society. It Is clear that education Is of more than merely local Interest. 
Since mar,y of the social benefits of public education can accrue outside 
the local jurisdiction where schooling Is provided, an Individual community 
"may fall to undertake expenditures which would be desirable from the view- 
point of the entire society,"^ resulting In underinvestment In education, 
inefficient resource allocation that can be corrected only through action by 
higher levels of government.® The practical effects of "spillovers" of 
benefits of public education and the costs to society of citizens with 
Inferior training, and the necessity of corrective response by government 



^Ise, Rich Schools. Poor Schools , p. 117, and his discussion In Ch. 5 
generally • 

^Burton A. Welsbrod, External Benefits of Publ ic Education; An Economic 
Analysis (Princeton University, Department of Economics, Industrial Relations 
Section, 1964), p. 4. , 



^See Wallace E. .Oates, **The Theory of Public Finance In a Federal System, 
r,n«Hian Journal of Economics , Vol. I (February 1968) pp. 48-54. For theo- 
retical analysis of grant systems designed to correct for distortions of 
resource allocation resulting from benefit spillover effects, see George F. 
Break, Interttovemmental Fiscal Relations In the United Sta^ CWash^gton: 
Brookings Inst., 1967), Ch. 3; and Uobert W. Refuse, Jr., The Efficiency of 
Condltl^al Grants-ln-Ald," In Joint Econ«lc Committee, Revenue Sharing a nd 
Its Alternatives. 90th Congr., 1st sess. (1967), Vol. II, pp. 1053 1059. 
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above the local level are well expressed by former Governor Terry Sanford; 

It Is not enough to have the finest school system in the 
country if the adjoining district has one of the worst. Ultimately 
the product of the weak district will dilute the prosperity of the 
more fortunate products of the excellent system. Correcting this 
kind of damaging inequity requires State action* 

Growing political awareness of the benefits of education and rising 
public demand for quality schools, together with persistent cost increases, 
have led to sharply higher expenditures on public education by all levels 
of government. Total spending on public elementary and secondary schools 
has grown at an annual rate of 9.8 percent since 1949, compared to an 
annual growth rate of 6.4 percent for GNP; and state and local tax effort to 
pay for public education has increased by almost 50 percent in the last 

Q 

decade. While total public school spending has been rising quite rapidly, 
intergovernmental aid payments for public elementary and secondary education 
have been growing faster than the total. At a time when state and local 
governments have been hard pressed to raise funds for all types of new and 
expanded services, a larger and larger proportion of their resources has 
been devoted to paying for schools. The charts in Figure I show the growth 
of state and local general revenues from their own sources and revenues for 
public schools, for the Nation and the New England states. 

The Federal commitment to elementary and secondary education increased 
sharply after passage of the Elementary and Secondary Education Act (ESEA) 



^ But What About the People ? (NY: Harper & Row, 1966), p. 157, cited 
in Advisory Commission on Intergovernmental Relations (ACIR), State Aid 
to Local Government C1969) p. 31. 

®See data in ACIR, State Aid to Local Government . Table A-6, p. 5^. 
Effort is measured here as the ratio of revenues for public elementary and 
secondary schools to state personal income. In all the New England states 
except Rhode Island and New Hampshire, effort Increased substantially more 
than in the Nation as a whole between 1958 and 1968, but only Vermont was 
exerting an effort greater than the national average. 
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Figure I 



RECENT TRENDS IN STATE AND LOCAL GENERAL REVENUES 
AND REVENUES FOR PUBLIC SCHOOLS 
United States and New England States 
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in 1965. The proportion of Federal education spending devoted to elementary 
and secondary schools doubled from about one*slxth In FY 1964 to c'/er nne* 
third In FY 1970.^ Since 1965-66, hovever, state and local funds for public 
schools have grovn faster than Federal support, which actually declined 
between 1968 and 1969. Table I, Part A, shows that despite the sharp Increase 
In Federal aid under ESEA, the Federal contribution In public school finance 
Is still quite small compared to the burden on state and local governments. 

The Table also demonstrates the Important national trend toward assumption 
by the state governments of a larger share of the total cost of public 
education. 

Following the national pattern. In the New England states the state 
share of public school finance has been growing faster than the local share 
(as the charts In Figure I demonstrate fairly consistently), but the local 
share remains consistently higher in New England than In the Nation as a 
whole (Table I, Part B). Furthermore, the New England states generally 
rely much more heavily than the Nation as a whole on local property taxes 
as a source of state and local government revenues (see Table II). As a 
result, the strain on local resources Is especially severe In this region. 
These structural patterns suggest that disparities In school tax burdens 
and spending levels are likely to be greater In this region than In the 
Nation as a whole. The New England states, therefore, constitute a par- 
ticularly fertile ground for demonstrating the potential gains from expansion 
or redirection of the Intergovernmental role In public school finance. 

Given the present severe strain on the local property tax base In many 
areas. It becomes apparent that Intergovernmental action will be required 

^Special Analysis J, the Budget of the United States , FY 1970, p. 115. 
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to relieve existing Inequalities* Present disparities In local tax burdens 
and spending levels of public schools stem partly from the American tradition 
of vesting control and support of the schools primarily at the local level, 
a value Judgment which Is quite legitimate and has considerable merit • How~ 
ever, progress toward a more equitable system of public school finance has 
been hampered to some extent by the fear that Increasing state and par-* 
tlcularly Federal financial aid to public schools will ultimately weaken 
local decision-making and control. On the other hand. It can be argued 
that this concern la Irrelevant 

because the scandalous discriminations now tolerated In public 
education In our society are a consequence not of too much but 
of too little local control. The existing financing mechanisms 
are not truly systems of local control; rather they are a system 
of naked privilege for those localities which are created by the 
state with superior power. Local control In the sense of entitles 
with parity of power to perform their assigned tasks of education 
has never exlsted.^^ 

Significant Improvements In present public school finance arrangements 
could be Initiated by the states, and even the Federal government, without 
Jeopardizing local control. In fact, local options are severely limited 
under the present systems that closely tie school spending to the community's 
property tax base. As a result, many educational experts have been 
challenging the traditional notion that local control Is dependent on' sub- 
stantial local financing, contending that while local control may be desirable, 
"It Is not contingent on local support. To put It another way, control does 



J 



.1' 





I: 




^Qjohn E. Coons, William H. Clune III, and Stephen D. Sugarman, 
"Educational Opportunity: A Workable Constitutional Test for State Financial 
Structures," California Law Review . Vol. 57 (April 1969), p. 319. The opposing 
argument, that equalization of per pupil spending would Imply abandonment 

of local control. Is expressed, for example, by Philip B. Kurland,' "Equal 
Educational Opportunity, or The Limits of Constitutional Jurisprudence Un- 
defined," In Charles U. Daly (ed.) The Quality of Inequality: Urban and 
Suburban Public Schools (The University of Chicago. Center for Policy Study, 
1968), 
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not necessarily follow money and local financial support for education Is 
not necessarily essential to the maintenance of local control A truly 
equitable system would recognize differences In local educational needs 
and would enable comnunltles to determine spending levels accordingly, 
without regard to fiscal capacity. .Whether Identical services are 
offered Is Irrelevant, since the goal Is to provide equivalent opportunity 

for local development according to local needs within the decentralized 

12 

Structure of state responsibility." 

Movement toward equalization of educational opportunity and financial 
burdens has been stalled not by a dearth of proposals for reform but by a 
lack of political will. If state legislatures fall to enact substantial 

changes In their own school finance systems, reform may be forced In the 

13 

near future through court action. 



Hcem Alexander, "The Implications of the Dimensions of Educational Need 
for School Financing," p. 208 in Roe L. Johns, Kem Alexander and Richard 
Rossmlller (eds.). Dimensions of Educational Need , National Educational 
Finance Project, VoL 1 (Gainesville » Florida: 1969).'^ 

^^Dale L. Bolton, "Some Aspects of Equalizing Educational Opportunity 
and Taxation Burden," National Tax Journal , Vol. XI (December 1958), p. 355. 

^^See Myron Lleberman, "Equality of Educational Opportunity," Harvard 
Educational Review , Vol. 29 (Sumner 1959), pp. 167-83: Harold W. Horowitz 
and Diana L. Neltring, "Equal Protection Aspects of Inequalities in Public 
Education and Public Assistance Programs from Place to Place Within a State," 
UCLA Law Review , Vol. 15 (1968), pp. 787-816; Wise, Rich Schools. Poor Schools ; 
Coons, Clune and Suganaan, "Educational Opportunity...," and Private Wealth 
and Public Education (forthcoming, 1970, Harvard University Press): and 
David K. Cohen, "The Economics of Inequality," Saturday Review . Vol. LI I 
(April 19, 1969), pp. 64 ff. 
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II, disparities at the local LEVEL: WEALTH. EFFORT AND SPEND ING LEVELl 
Individual community statistics gathered for this study make it 
possible to analyze existing disparities within each of the New England 
states. For each of 1,384 communities, figures were derived to measure, 

(1) local ability to suppov, &-hools, (2) the effort exerted locally to 
support schools, and (3) the resultant quality of education provided by. 
the local school system. Before proceeding with analysis, some coimnents 
are in order concerning the statistics employed. ; j 

(I) Equalized Valuation per Pupil is used throughout this study to measure 
local capacity or ability to. pay for schools; the number of pupils Involved 
is determined strictly on a resident pupil basis. This measure reflects 
the size of the tax base available for local property taxation. Property 
values are expressed on a "equalized** basis within each state ( 1« e « some 
fixed ratio to full market value), but data are not necessarily comparable 
between states. There are Inherent deficiencies In these data, particularly 
for certain states, and some conceptual weaknesses must be admitted as well. 

First, ability to pay for schools is clearly affected by other economic 
factors; in particular, some measure of income Is often preferred as a 
measure of fiscal capacity. Studies undertaken at different times and 
covering different geographic areas have yielded* conflicting conclusions 
about the relative merits of income and property values as Indices of local 
fiscal capacity and whether or hot one is a reasonably good proxy for tKe 

^^The rationale for this and a description of other statistical con-*, 
cepts and sources will be found in Appendix I. 



other. A serious obstacle to use of an income measure in the present 
context is that reliable figures are not generally availc^le for areas 
coterminous with school taxing Jurisdictions. 

The adequacy of equalized valuation per pupil as a measure of ability 
to pay for schools is affected by the distribution of governmental 
responsibilities within a particular state, and the revenue requirements 
to finance non-school public services in any given community. Two local 
districts with similar per pupil property values obviously do not have 
compiir^le abilities to pay for schools if one is saddled with a large 
welfare burden and the other is not. 

Despite its limitations, equalized property valuation per pupil is 
appropriate to use here in describing existing disparities in local fiscal 
capacity; on purely practical grounds, in the present situation property 
^8 the tax base accessible to school boards that must raise funds locally. 

(2) ** Basic** School Tax Rates were calculated as measures of local 
effort to raise revenues for school support. In this study, the local 
share of public school spending was derived on a residual basis by sub- 
tracting state and Federal aid payments to the local district from total 



^^See, for example, George A. Bishop, "The Property Tax and Local 
Spending — A Need for Balance," New England Business Review , (December 1962), 
p. 3; Bishop notes a high correlation between school expenditures per pupil 
and resident income levels; income may serve as an index of community 
aspirations for education spending, or a proxy for willingness to pay. See 
also, H. Thomas James, J. Alan Thomas & Harold J. Dyck, Wealth, Expenditure 
and Decision-making for Education (Stanford University, School of Education, 

1963) pp. 7-8; and R. L. Johns, "Indirect Measures of Local Ability to 
Support Schools," in Trends in Financing Public Education , Proceedings of 
the Eighth National Conference on School Finance, 1965, Committee on Educational 
Finance, National Education Association (subsequent references to these Committee 
conference proceedings will be noted as CEF/NEA Proc.). 
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current expenditures In b&sic school programs* Local effort is then expressed 
as the derived local contribution to expenditures divided by the tax basei 
equalized valuation: 



In this formula, r ■ "basic” school tax rate; V - equalized valuation, and 
L, S, and F are the local, state and Federal government contributions to 



Community aspirations for education, which affect willingness to pay 
for local schools, vary among communities* Higher Income families generally 
have relatively high aspirations for their children's education* However, 
since local fiscal capacity Is closely related to taxable wealth, a community 
with low property valuation per pupil may not be able to realize high spend- 
ing levels even If Its desire for quality schools Is translated Into a high 
local tax rate* Similarly, a low measured school tax rate may reflect local 
residents' unconcern about school spending, but this Is by no means a necessary 
implication; the "basic" tax rate may be low because of purely fortuitous 
circumstances* For example, the community may be lucky enough to contain 
valuable property with few students attached (commercial and Industrial 
land, or areas zoned restrlctlvely for low-density housing), or It may have 
a high proportion of families sending their children to private schools* In. 
fact, a low local effort may support' excellent schools; unfortunately, the : 
obverse sltuatlon ls also true*' :i ; 

(3) Current Expenditures per Pupil Is the measure employed In this 
study as a rough proxy for quality, of a school district's educational 
product* Non-current expenditures and expenditures on functions that are 
\ 

^^For details on what expenditures are Included, see Appendix I* 




E - S - F 
V 



relevant public school expenditures, E, of any given dlstrlct*^^ 
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anclllary to the basic educational program ara deliberately excluded. For 
a number of reasons | thla measure must be Interpreted cautiously as an In- 



dicator of educational quality. 

First, school costs tend to vary Inversely with slse of the district 
or slee of the Individual school. Thus, In some Instances, high expenditures 
may partly reflect inefficiency of small units. Cost ^ilfferenccs may 
also reflect regional variations In salary levels or Input prices without 



any bearing on the quality. of the output. 

There Is an extensive literature on "the coat-quality relationship" 

In public education, and educators have generally concluded that money does 
matter for all that it can buy In terms of goodn and better professional 
services.^® In addition. It obviously costs more to effectively educate 
some students than others. The Coleman Report and other studies raised 
doubts about the effectiveness of resource ^Inputs In overcoming cultural. 



sociological and psychological barriers to educational achievement, and the 



debate about whether more money will produce better schools Is reverberating 



^^Walter Hettlch, "Equallzatlon/Grants, Minimum Standards, and Unit 
Cost Differences In Education," Yale Economic Essays , Vol. 8 (Fall 1968); 
Nels W. Hanson, "Economies of Scale as a Cost Factor In Financing Public 
Schools," National Tsx Journal (Mrrch 1962); and Francis G. Cornell, "Cost 
Differentials and District Site In State School Aid." In The Challenge of 
Change In School Finance , CEF/NllA Proc. , 1967; ' 



K. Norton, Doea Bett^ir Education Cost More ? (CEF/NEA, 1959); 
Austin D. Swanson, "Tha Ciiat-r>ualltv > Relationship. * rThe Challenge of Change 
In School Finance , pp.' 151-6f; and the. review by Betty Buford, Statement 
before the General Subcomittee on Education of the House. Education and 
Labor Committee, November 12, 1969, pertaining to H.R. 10833 (NEA release). 
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In many halla of the social sciences. While this broad question of 
educational policy is unresolved, the present problems in public school 
finance are no less serious: it is still inequitable that equal ta.i effort 
can yield vastly unequal results in per pupil expenditure outcome. There- 
fore, critics of present public school finance systems are "unwilling to 
postpone reform while we await the hoped for refinements In methodology 
which will settle the Issue.... If money is Inadequate to Improve education, 
the residents of poor districts should at least have an equal opportunity 
to be disappointed by its failure." 



Quantitative Diaenaions of Disparities 

Some statistical measures of intra-state variation In equalized valuation 
per pupil, "basic" school tax rates, and current expenditures per pupil are 
presented In Table HI. The coefficients of variation provide a measure of 
the relative wlthln-state variation, and these coefficients can legitimately 
be compared across states; however. Interstate comparisons based on • 



l^The Coleman Rpoort. Equality of Educat ional Opportunity:, and Kenneth 
Clark. Dark Ghetto (NY: Harper & Row, 1965) raised the issue of critical 
non-r4source fsTtSrs; examples of critiques of the Coleman Report «e 
Samuel Bowles and Henry M. Uvln, "The Determinants of Scholastic Achieve 
ment— An Appraisal of Some Recent Evidence, V JouCTal of «u^ Reaource| , 

Vol. 3 (Winter 1968), pp. 3-24; Henry S . Dyer , Vs Aool Factors ' 

Onnortunitv." Harvard Educati onal Review, Vol. 38 (Winter 1968), 
pp. 38-56; a^*^Chrlstopher Jencka , "A Reappraisal or the 

ELcatlonal Document of Our Time," New York Times Magazine, (August 10, 1969), 
I, pp. 12 ff. 
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Introduction. 



Coons, Clune and Sugarman, Private Wealth and Public Educati^ , 
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Variation 
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the other date In the Table are not necessarily aeanlngful. 

The data reveal clearly that large Intrs-stste disparities exist in 
local wealth, school tax effort and levels of school spending. The differences 
between the lowest and highest individual district values, which are not 
given in the Table, are quite extreme in some casee.22 The most extreme 
variation appears in equalized valuation per pupll--the measure of local 
ability to pay for schools. Variation ±n tax rates is also quite high, and 
it is least severe in spending levels. This is, of course, as would be ex- 
pected, since state school aid distributions and other factors tend to 
compensate partially for local wealth disparities. Even so, tax rates and 
spending results vary over a wide range. This Is Illustrated in the graphs 
in Figure II, which depict the frequency distributions of school tax rates 
and per pupil expenditures in Maine, where there Is considerable variation 
and in Rhode Island, where variation la least. 

The disparities in local wealth are particularly Important Insofar as 
they affect variation in tax effort and school spending at the local level, 
1^. as long as they are not offset by state intervention. Previous studies 
of public school finance have concluded that wealth is the most Important 



^^The coefficient of variation; is simply the ratio of the standard 
deviation to the mean, multiplied by 100. The other 

in the Table cannot be compared across states for several reasons. Incon 
slsJencles in state determln.tion of equalized vriu.tlon as noted ab^e; 
differences In accounting procedures used to derive exp^dlture 
and differences in the years for which meet recent data were available 
from the respective' states* 

22a 'bmH niiaber of districts ^ihose data yielded "freakish” results 
were dropped from the calculation of descriptive statistics and from cal- 
culatlons^descrlbed below in connection with the analysis of proposals for 

refom# 
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Figure II 



FREQUENCY DISTRIBUTIONS OF "BASIC" SCHOOL TAX RATES 
AND CURRENT EXPENDITURES PER PUPIL, 

MAINE AND RHODE ISLAND 
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single factor affecting expenditures for educatlon;^^ the evidence from 
this study supports this conclusion. Slnpls corrslatlons between the 
variables are given In Table IV. There Is a consistent positive relation- 
ship between equalized valuation per pupil and current expenditures per 
pupil » and a strong' Inverse correlation between equalized valuation per 
pupil and "basic" school tax rates. Scatter diagrams Indicated an apparent 
curvilinear relation between district wealth (V/P) and tax rates. One 
curvilinear form, relating V/P and the reciprocal of the tax rate (l/r), was 
tested and proved highly significant. The existing disparities In local 
school tax effort and spending levels quite clearly are attributable to an 
important degree to the heavy reliance on the local property tax In these 
states. In general,, the highest tax rates do not yield the highest levels 
of spending for education. In fact, no significant relationship exists 
between these meuures. . 

The persistent influence of local property values on school tax rates 
and expenditures per pupil la Illustrated graphically In Figure III. The 
charts show a consistent pattern of Increasing spending levels at decreasing 
tax rates across communities ranging from the group with the lowest per 
pupil valuations (Quintile I) to the "richest" (Quintile V).^^ 



a regression analysis, covering 10 states, James, Thomas and Dyck 
concluded that per pupil expenditures is related to both equalized valuation 
and median family Income, holding "aspirations" constant. (Wealth, Expend- 
itures. and Decision-Making for Education . :Ch. A.)- ; Other examples of studies 
In this area are Werner Z. Hlrsch, "Det^lnanta of Public Education Expend- 
itures," National Tax Journal . Vol. 13 (March I960), pp. 24-40; Jerry Miner, 
Social and Economic Factors ^n Spending for Public Schools (Syracuse! Syracuse 
University Press, 1963); and George A. Bishop, "Stinulatlve Versus Substitutive 
Effects of State School Aid In New Ehgland," National Tax Journal , Vol. 17 
(June 1964), pp. 133-43. 

Rhode Island deviations from the general pattern apparently reflect 
the small size of the quintile groups. There are only 39 districts In the 
state. ■ The present pattern should be different since beginning In 1968—69 
the capacity measure was adjusted to Include Income as well as property value. 



30 






7815 

- 21 - 

TABLE IV 



CORRELATIONS BETWEEN EQUALIZED VALUATION PER PUPIL (V/P), 

BASIC SCHOOL TAX RATE (r) , AND CURRENT EXPENDITURES PER PUPIL (e), 
NEW ENGLAND STATES 



o 

ERIC 



i? 



r, 

f" 








, Simple correlation coefficients: 

(V/P. e) (V/P. r) (V/P, 1/r) (e. r) 



Connecticut 


+.54 


-.68 


+.75 


+.10 


Maine 


+. 54 


-.58 


+.81 


-.06 


Massachusetts 


+.56 


-.60 


+.82 


+.04 


New Hampshire 


+.57 


-.69 


+.88 


+.00 


Rhode Island 


+.55 


-.56 


+.73 


+.10 


Vermont 


+.40 


-;'56 


+.71 


+.11 



NOTES ; 

(1) The numbers of observations by state are as follows: 
Connecticut (169), Maine (330), Massachusetts (349), 

New Hampshire (2 34); Rhode Island (39) ,< and Vermont (249). 

(2) All the correlation coefficients In the* first; three\ 
columns'are significant at the 1% level. Only in the 
case of Vermont Is the (e^ r) relationship significant . 
even at the 10% level. 
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PATTERN OF DISPARITIES IN EQUALIZED VALUATION PER PUPIL, CURRENT EXPENDITURF5 
PER PUPIL, AND BASIC LOCAL SCHOOL TAX RATES, NEW ENGLAND STATES 
(Median Values of Quintiles According to Valuation per Pupil Relative to State Median) 
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In contrast to this present situationp an equit^le system of public 
school finance would reward a coBuminity in proportion to its own effort to 
provide good schools p thus breaking the tie between local wealth and edu- 
cational offerlngp the tie by which the present system binds some conmninities 
to Inferior schools while capriciously rewarding others with educational 
excellence relatively painlessly achieved. Who could defend a state system 
where p for examplcp two districts have the same school tax rates but one 
provides three times the per pupil spending as the other, or, two districts 
spend the same 'amount per pupil but one levies school taxes at seven times 
the rate of the other? These are actual cases drawn, from the data collected 
for this study, they are extreme examples , but they illustrate a pervasive 
pattern of inequit^le disparities that affect individual locall.ties in 
each state. The next sections will examine important features of existing 
school finance systems with a view toward discovering steps that might be 
taken in the direction of meaningful reform. 
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III. THE LOCAL PROPERTY TAX 

Any review of existing public school finance must begin with an exami- 
nation of the local property tax. The property tax Is the residual source 
of funds for local government services In every state, and public schools 
are the major single claimant on Its revenue yield. The property tax Is 
one of the oldest, most pervasive, and probably one of the most disliked 
of American taxes. It was the largest single tax source In the U. S. for 
most of the country's history; In the past several decades, however. Its 
Importance In the Nation's tax structure has declined gradually, snd there 
has been much debate over the future of the property tax. Over the years, 
many critics have predicted the Eventual demise of property taxation. In 



1956, one expert delivered a prospective funeral oration: 



...Over the next two decades, X, would expect to see the property 
tax all but wither away. Relative decline Is a foregone conclusion, 
but I would go beyond this, and predict that In absolute terms the. , 
property tax Is headed for oblivion... [in twenty years] the pro- 
perty tax will... have become an all-but-forgotten relic of an 
earlier fiscal age.^^ 

While there Is considerable regional variation In the burden of property 
taxes, as measured by effective rates, an Important question Is recurrently 



discussed: how high can property tax rates go before reaching a possible 



absolute limit of feasibility? 

With respect to economic limitations In property taxation, there 
Is undoubtedly a breaking point, above which property taxes can- 
not go. But this point varies with respect to taxpayers' locations, 
timing, competing economic opportunities, and In other ways. There 
Is no universally accepted limit.... There are places where the 
rate could probably be increased without serious difficulty. . .but 
In many areas— particularly In the large central cities— the tax 



3 

Si 




^^George W. Mitchell, "Is This Where We Case In?", National Tax 
Association (NTA), Proceedings (1965), pp. 492, 494. 
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may already have been pushed to, or beyond, the Halts of feasi- 
bility. 26 

As the fiscal workhorse of local governments the tax has ahown no signs 
of departing to the glue factory; in fact, with substantial growth in pro- 
perty values and continued increases in rates, it has shown remarkable 
revenue productivity. However, rustlings of a "tax revolt" and recent 
high voter rejection rates of local school-bond issues suggest that there is 
no reason to be sanguine about continued heavy reliance of school budgets on 
revenue from the property tax as it is now constituted. There are many ways 
in which the property tax and its administration could be Improved, partic- 
ularly through action by state governments . Theoretical objections to the 
property tax. In terms of its allocative and distributive effects and on 
other grounds, have led many tax experts to recoosiend that state and local 
tax structurea be shifted away from the property tax and toward other types 
of taxation. 27 

A recent study showed that there is no general correlation between 
effective property tax rates and a state 'a total tax effort. 26 Thla 
suggests that in states where school finance is especially closely tied to 
local property taxation there is consider able, potential for improving public 
school finance procedures by developing altarnativa revenue sources and 
strengthening or revamping the property tax itself* 

2^abel Valker, "Limitations of the Property Tax," NTA Proceedings 
(1963), pp« 409-10; for a discussion of regional and intrareglonal differences 
in effective rates, see Dick Netser, Economics of the Property Tax (Vash.: 
Brookings Inst., 1966), Ch. V. 

27 

See ACIR, The Role of the States in Stranathenine the Property Tax , 

Vol. I (1963) for proposed reforms within the systems* A comprehensive 
economic analysis and evaluation of the tax la presented in Netzer, Economics 
of the Property Tax . For general discussion of the tax, see Tax Institute of 
America, The Property Tax; Problems and Potentials (Princeton; 1967), and 
Richard W. Llndholm (ed.) Property Taxation— USA ~5<adi8on; University of 
Wisconsin Press, 1967). 

28 

ACIR, Measures of State and Local Fiscal Capacity and Tax Effort 
(1962), p* 123. 
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IV. THE IMPACT OF STATE SCHOOL AID PROCRAMS 



Even though public schools are locally run and the brunt of the 
financial burden falls on local govemment units in most states, school 

districts reiBsin creatures of the states, and, legally, education remains 

/ * 

essentially a state function ®nd responsibility. Three "general and 

settled principles" have been clearly cetsbllahed: 

The state has plenary power with respect to taxation for schools* 

School taxes, whether collected by the state or the Ipcalltles, 
are state taxes. The state retains discretionary power over the 
method of distribution of school funds. - ^ 

To date, only a handful of state governments have Intervened in the financing 
of public schools to a really substantial degree. 

State school aid programs vary widely in design and effect. The pro- 
grams generally reflect several broad objectives. Many programs are designed 
to Insure some minimum level of educational provision at reasonable "equalized" 
levels of local effort, reflecting a desire to relieve excessive local pro- 
perty tax burdens by Injecting funds raised through more broadly based state 
tax sources* Another cooimon objective of state school aid is to stimulate 
local education expenditures, for specific purposes or In general. There 
are Inherent conflicts among these objectives, for example between equal- 
ization and stimulation of local spending levels. The conflict between the 
objective of stimulating local expenditures and the goal of property tax 



29wi0c, Rich Schoola. Poor Schools , p. 104. Wise notes that "the 
state Itself may collect school taxes, or it may authorize school districts 
to collect taxes in ita behalf... School dlstricta are in fact an agency of 
the state... Therefore It ia a misnomer to designate funds applied by the 
state as aid to the district." A court in Oklahoma auggested (in 1924) 
"designating funds raised locally as aid to the atate" (pp« 105, 106). 
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rellef has received nuch empirical study, with somewhat Inconalatent results. 

The principal concern here Is the Impact that state school aid programs 
have on disparities In local achool tax effort and current expenditures per 
pupil. Over the yeara, atata governments have been moving generally In the 
direction of Increaaad and iiore explicit emphaala on "equalization" In their 
school aid allocation; but local effort and apandlng levels are atlll closely 
related to local wealth. The following discussion gives some reasons why 
and notes the sharp contrast between "equalizing" school aid In theory and 
practice. As a working definition, state aid Is considered "equalizing" 
to the extent that It reduces the Impact of local wealth differentials on 
educational results In terms of per pupil spending. The extent to which 
the state's contribution to public school finance actually has an equalizing 
effect depends both on the amount of state money budgeted and on the manner 
In which It Is distributed. 



^®Edward F. Renshaw, "A Note on the Expenditure Effect of State Aid to 
Education," Journal of Political Economy. Vol. UCVIII (April 1960), pp. 170- 
74, concluded that considerable substitution of stats for local funds takes 
place, rather than net expenditure stimulation. Bishop, "Stimulation Versus 
Substitution Effects...," reached a similar conclusion, though h« no ted that 
the effectiveness of Incentive programs appears to vary by type of community. 
George B. Pldot, Jr., "A Principal Components Analysis of the Detemlnantn of 
Local Government Fiscal Patterns," Review of Economics and Statlntlcs , Vol. LI 
(May 1969), pp. 176-88, found significant stimulation offsets In state aid for 
education and other functions. A debate on this Issue—but one focusing 
primarily on the relation between Federal aid and state-local spending— has 
been raging In the National Tax Journal recently; cf . articles and ccMents 
by Moras (March 1966), Osman (Oecembar 1966, Dsceabsr 1968), Pogue and 
SgOBtz (June 1968), and Oatss (June 1968). 

^^Coons, dune and Sugarman, "Educational Opportunity...," p. 313. In 
Private Wealth & Public Education . Ch. 3, Coons, Cluns 6 Sugarman develop 
and apply a lucid model for analysis of actual stats systems according to 
equalizing, non-aquallsing and antl~equallzlng sffsets. 
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Methods of Allocating State School Aid 

If the state desires to guarantee a certain basic level of education 
for all school children and to wlnlialze differences in local tax rates re- 
quired for Its support I then the allocation formula for state scitool aid 
must reflect differences in relative needs and fiscal capacity at the local 
level. A program designed to stimulate total education spending at the 
local level will also take the factor of effort Into account, rewarding 
Increased local support with additional state funds. Increasingly 
sophisticated methods of distributing aid funds have been advocated through 
the years, In keeping with growing awareness of existing problems and 
specificity of policy objectives, but acLu.il practice has lagged seriously 
behind theoretical advances. 

Plat Grants , consisting of fixed payments on some unit basis per 

pupil, per teacher or per school district) were the earliest popular form of 
state school aid. Even with refinements to reflect differences In district 
need, such as paying larger amounts for secondary than for elementary school 
pupils, this method of allocation clearly discriminates in favor of wealthier 
‘districts, which can raise local funds more easily than their less affluent 
counterparts to support expenditures In excess of the flat grant level. All 



^^Alternative procedures for distributing Intergovernmental aid have 
been widely discussed. See, for example, Francis C. Cornell, **Crant-in-Ald 
/pportionment Formulas," Journal of the ^arlcan Statistical Association, 

Vol. XUI (March 1947), pp. 92-104; Richard A. Musgrave, "Approaches to a 
Fiscal Theory of Political Federalism," in NBER, Public Financeat Needs , 
Sources and Utilisation (Princeton; Princeton University Press, 1961), pp. 
97-122* One of Musgrave* a models was adapted and applied to the case of 
state school aid by Ronald F. Hoffman, "A Systematic Approach to a Practicable 
Plan for State Aid to local Governments," Public Finance /Finances Publlgues_ , 
Vol. XXIV, No. 1 (1969), pp. 1-28. For discussion of stats school aid pro- 
grams In practice, see Charles S. Benson, The Economics of Public Education 
(Boston: Houghton-Mlfflln Co., 1961), Chs. 6 & 7t Robert J. Garvue, Modem 
Public School Finances (NT: Macmillan, 1969), Oi. 9; and especially 
iJie penetrating coe^r^hansive analysis in Coons, Clune and Sugaman, Private. 
Wealth and Public Education, Chs* 1-5. 
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that can be said In favor of the flat grant procedure la that It results In 
some lessening In the disparity of local tax effort, coapared to a system 
of local support only* 

In practice, flat grants are ordinarily conblned with categorical aid 
programs in support of specific functions* Categorical aid also discriminates 
in favor of the more affluent recipients if it is distributed on a unit basis 
by fixed**ratlo matching of state and local funds* A state program of this 
type has no equalising effects since it does not take account of relative 
ability to raise funds locally* Unless the total level of state support is 
quite high, large disparities in local effort and spending levels sre 
inevitable* 

’’Foundation" plann are the most common forms of state school support 
today. A foundation r^lan essentially guarantees some minimum level of public 
school support for all districts, distributing state funds in a manner 
that explicitly compensates for disparities in local ability and takes into 
account differences in local needs. In its most rudimentary form, the 
foundation plan works as follows* (1) The state sets a target level of ex- 
penditures per pupil, e*; end (2) a minimum school tax rate, r*, that each 
locality must levy in order to qualify for foundation aid; and (3) state 
funds are distributed according to a formula such as the following, which 
assures that every district Imposing school taxes at the mandatory rate will 
be able to spend at least the target amount per pupil: 



W)ch leaning will dapend on tha raUtlva laval. of .tata and 
local coatrlbutlona to th. oyataa. If th. atata tax atnictur. 1. progreaalva, 
poor dlatrlcta would gain 'lodlractly In tha ovarall tM.tloo-«tp«»dltura ayataa 
aven If tha atata uaaa only flat gmta. 
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where S^, Pj and Vj are the aaount o£ atate foundation aid recalvad, the 
nuid>er of pupils, and the equalized valuation, respectively, of a given 
dlatrlct. Thua, for exasipla. If the state sets the foundation support 
levpl at $400 per pupil and tha aandatad local tax rata at 10 allls, every 
district that levies school taxes at a rate of 10 ■Ills or aore la assured 
of at laast $400 par pupil In expendlturaa ; whatever aaount the dlatrlct 
falls to ralaa locally at the 10 alll rate the state will aake up In 
foundation aid. However, any spending in excess o£ tha foundation level 
Bust be financed out of local revenues raised on an unequallzed basis. 

In practice, most atate foundation plans are aore coapllcatad than 

this slaple axaaple. The coaplexltles arise froa alternative specif Icat Iona 

of the Muurea of local need (P^) and ability (Vj). Many states have 

built elaborate 'Sfalghtlng" factors Into their foundation plan foraulas In 

order to reflect cost differences ralatad to district or school slza, grade 

level coapoaltlon, population density, nuaber of claasrooa units, nuaber and 

34 

qualifications of teachers, salary schedules, etc.’' Soae states have 
aodlfled their aecsure of local ability by employing a weighted Index of 
property values and Incoska.^^ Even In Its aoat refined fora, however, the 









for exaaq>lep Albert R# Munsep "Weighting Factors In State 
Foundation Prograas," In Trends In Plnanelna Public Education , pp. 56-62; 

Eugene P. Mcloone, "Evaluating the Weighting Factors In Usa," In Ibid ., pp. 
63-79; aid Cornell, "Coat Differentials and District Slse In Stata School 
Aid." 

^^Othar states still base foundation aid psyaants on unequal lied 
assessed valuations, thereby Inspiring coapatltlva undarasaesaaant by local 
asaesaora. When equalized valuation la aaployad, serious Inequities can 
result If the data are n-'t kept currant; e.x . until several years ago, the 
Maasachuaetu plan distributed aid on tha basis of 1945 valuations, a fact 
that gave great advantage to rapidly growing suburban araas. Slallsrly, 

Florida now aaploys an Index of capacity which coablnea such figures as 

salsa tax returns, aaployaent, value of fara products, autoaoblla raglst rations, 

and railroad and utUlty property, but atlll uses 1953 data. 
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foundation plan has aarloua daflclanclca* 

First » foundation support levels are often woefully inadequate » in 
many cases well below the apendins levela that aoat diatricta support 
voluntarily, and atata laglalaturaa fraquently fall to revlae aupport levala 
upward In paca with rlalng coata. Whan the foundation level la unreallatl- 
cally low, aa la ccwonly tha caaa, diatricta with ralatlvely low flacal 
capacity nuat atlll exart a dlaproportlonataly heavy local effort In order 
to provide an adequata aducatlonal prograa. The foundation support level 
la a aenaltlva pfUtlcal question, deteralned largely by expediency. All 
too often It Is naraly an "Index of tha largaaaa of tha particular state 
govamMnt, not tha job to ba dona."^^ Ona critic arguas that tha slapla 
foundation plan approach to aquallsatlon axlata In present "bureaucratic 

wonderlanda" as a crude "substitute for knowledge about the budgetary 

37 

naeda” of achoolse 

Second, the fonula laipllea the posalblUty of naKatlva aid pay- 

■ents by tha local dlatrlct to tha atata) In cases where a rich district 
raises acre than the foundation support aaount by taxing Itsalf at (or 
below) the nandatad local tax rate. Since such redistribution la usually 
politically unpalatable, program are generally designed to allnlnate tha 
possibility, either by adjusting tha paraMtara of the foraula or putting 
constraints on tha outcosaao. Nagatlva payMnts are affected In only one 
state (Utah), and only to a minor extent. Soae states guarantee a mlnlaua 
payment to every district ragardlssa of tha fonmila results. When this la 

^®Coons, Cluna and Sugarman, Private Wealth and Publi c Education, Ch. 2. 

Thomas James, "Intardapandenca la School Finance: Tha City, The 
State, and The Nation," lii Intardanendanca in Sdtool Fin ance: Tha City, 

Tha State. Tha Nation (CEF/MEA, 1968), p. 14. 
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done, the program operates with an Implicit flat grant component which has 
no equalizing effect. 

Third| state foundation programs often exist In combination with ex- 
plicit flat grants paid to every district. In this case, the flat grant 
component of the overall state school aid program can actually have an anti- 
equalizing effect, favoring the richer districts.^® In general, the total 
equalizing effect of a state's school aid budget can be seriously diluted 
if only part of the money is allocated on an "equalized” basis. State 
foundation plans are completely equalizing in effect only when the wealthiest 
district (1) taxes itself at the mandated local rate (r*); (2) spends no 
more than the foundation support amount (e*) ; and (3) receives no aid from 
the state. 

Percentage Equalization Grants , alternatively called equalized per- 
centage matching grants, represent the latest word in state school support 
techniques. Under • percentage equalization scheme, the attempt to support 
education at some basic unit cost level is abandoned in favor of a more 
flexible approach that effectively offers individual districts greater 
financial incentive and control and at the same tlmt provides full equal- 
ization at any level of spending , rather than just at an arbitrary foundation 
level based on state-designated needs. This approach Involves a formula, 
such as the one below, which determines for each district the percentage of 
public school expenditures that will be paid for by the state. This per- 
centage, usually designated the "state aid ratio," varies Inversely with 
relative local wealth: 

^®For a lucid deaonatratlon of this point, aea Coona, Clone and Sugar- 
man. Private Wealth and Public Educatiopj . Qi* 3* 







7827 



-34- 

State Aid Ratio ■ (^S)j ■ (1 - wealth ratio for district 1) 

« 1 - /capacity, district 1 \1 

L \Ctpaclty, key dlstrlct/J. 

If the wealth ratio Is determined with respect to the richest district 
(according to whatever capacity measure the state employs), then the plan 
eliminates the wealth (ability) factor entirely as a determinant of 
district spending levels t the same local effort will generate the same 
expenditure level regardless of disparities In local wealth. 

This method of aid allocation can be substituted for any existing com- 
bination of foundation plus categorical aid programs. A desirable simplification 
In administration can be achieved by such consolidation of programs. More 
Importantly, greater overall equalization would result since many categorical 
programs have non-equallzlng or antl-equallzlng effects, as noted above. 

The very admirable "pure" theoretical form of the percentage equalization 
method Is, unfortunately, not realized In practice* To facilitate dis- 
cussion by policy-makers, the plan Is typically set up In a modified form: 
the state decides to pay some proportion of the school budget of the district 
of "average" wealth, and this "average" district becomes the "key" district 
In defining the wealth ratio In the formula. With these changes, the state 
aid ratio for any given district Is determined as follows: 



where Q equals the proportion of Its school budget that the "average" 
district must finance out of Its own funds, l«e . the state decide to pay 
the proportion (1 - Q) of the budget incurred by the district of "average" 
wealth (where, of course, the "wealth ratio" in this formulation wottld be 



State Aid Ratio « (ts )i * 




^Capacity. District 1 
Capacity, "Avr." Dlat. 
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unity) • 

It !• poMlblti In thin Bodifiad varaioni to aalact Q In ouch • way 
that aid faynanta will atill ba fully aqualisingi aa in tha pura modal. 
Howavar, tha axpactad atata ahara of atatavida public achool axpandituraa 
undar auch a profraa might ba ao larga that tha "pura" form bccomaa 
politically infaaaibla* Ona cauaa of raaiatanca to unadulterated percantaia 
equalisation ia tha fear that relatively poor diatricta vill ataga a raid 
on tha atata traaaury; "It haa bean damonatratadi hovavari that thia ia not 
likely undar normal cboditiona."^^ Unlaaa tha modified formula ia aat up 
properly, nagativa aid paymanta vill ba required to retain tha perfect 
equalisation implied by tha "pura" form; againi thia ia politically unliklly 
in practice. 

In implamanting tha percentage equalisation modal, atatea have typically 
iapoaad conatrainta that aubatantially reduce tha actual equalising affacta 
of tha plan In practice* Among tha davicaa that affectively impede equal- 
isation are conatrainta auch aa tha following: (1) a guaranteed minimum 

atata aid ratio, yielding aoma aid even for tha vaalthiaat diatricta; (2) a 
ceiling level on tha atata aid ratio, preventing full equalisation for lass 
affluent diatricta; (3) a dollar maximum program level that tha atata vill 
aubaidisa in each district; (4) limitationa on tha types of spending that 
tha atata vill support; (5) atata guarantaaa of minimum payments to all 
diatricta, with respect either to aoma abaoluta dollar figure or to aid re- 

^^Saa Ibid*, Ch* 5* 

^^L* L. Eckar-Kaes and E* McLoonsi "The State tola in financing Public 
Schools," Education Dlaast> Vel* 34 (Dacanbar Ifii), p* 7* 
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ccived in a previous year (a "save harmlesa" clause); (6) prorating state 
funds when the state government fails to budget tha full amount of aid that 
the formula implies; and (7) refuaal to require negative payments when the 
formula requires them. Subject to modifications auch aa thesSi percentage 
equalization plans in practice hardly do any better in terms of equalizing 
effects than foundation plana. In implementation, the excellent theo- 
retical plan is usually "adorned. . .with devastating refinements" to such 

M 41 

a degree that it is reduced to merely "a labyrinth of falae promises ; 
this result is generally quite intentional, reflecting political unwilling- 
ness to legislate a truly equalizing program. 

Intention va. Effect; State School Aid in New England 

A review of the school aid programs in the six New England states pro- 
vides some illuminating examples of problems that can be encountered in 
various types of state support programs. The data reported above (e.g . 

Table IV and Figure III) indicate that in none of the six states has state 
aid eliminated the inequitable dependence of school spending levels on local 
wealth. The results for the six states are fairly similar despite considerable 
variety in the state aid systems. Table V reveals differences in the relative 
magnitudes of the state commitments to supporting current expenditure programs 
and differences in the structures of the overall state school aid programs, as 
well as some indication of the proportion of state aid funds that are intended 



A1 



Coons, Clune and Sugarman, "Educational Opportunity...," p. 316 







Table V 



GENERAL CHARACTERISTICS OF STATE SCHOOL AID PROCMHS, NEW ENGLAND STATES 





State Aid as 
Z of Total 
Non-Fed* 1 Support 
of Current Eicps. 


Nuober 
of Separate 
Types of St. 
School Aid 


X Distribution of State 
School Aid by Category: 
Basic Capital or 

PrOKram Debt Service Other 


Connecticut 


29Z 


13 


74Z 


12Z 


14X 


Maine 


30Z 


17 


81Z * 


9Z * 


lOZ 


Massachusetts 


19Z 


6 


67Z * 


15X * 


I8X 


New Hampshire 


9Z 


11 


56Z * 


29Z 


14X 


Rhode Island 


32Z 


4 


83X * 


lOX * 


7X 


VeriBont 


35Z 


5 


82Z * 


12X 


5X 



* Indicates that aone degree of equalization la attev^ted in the allocation method. 

Sources: Thonaa L. Johns (ccapller and ed.), Pdblic School Finance Programs . 

1968^9 , U. S. Dept, of HEN, Office of Education (Vashlngton:1969), 
0E*22002*69 (for all but firot coluan), and data collected by the 
Federal Reserve Bank of Boston. 
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to be distributed In an equalizing nanner*^^ 

Every state except Connecticut makes eoDe attempt to achieve equalizing 
effects in Its method of allocating funds for support of the basic program 
of current expenditures* Ccnnecticut's basic program aid consists of a 
system of flat grants allocated essentially on a per pupil basis, with no 
equalizing effects* It is apparent, therefore, that the relatively lov 
variation in school tax effort and spending levels in Connecticut is a 
fortuitous result of comparatively Bmall inter-district wealth disparities 
rather than state action (cf * Table III)* In the Connecticut allocation, 
a bonus Is given to smaller districts* This is done presumably to compensate 
for diseconomies of small scale, but the procedure is open to objection on 
the grounds that inequalities may be aggravated in specific cases, and district 
consolidation in the interest of efficiency may be discouraged* Four of the 
New England states Include in their state school aid programs some kind of 
incentive for consolidation of small districts* 

New Hampshire, Vermont and Maine all have variations of the foundation 
plan* The level of foundation support Is quite low in New Hampshire- ^. g * 
only $300 per high school student as compared with $406 in Maine and $743 in 
Vermont*-*-a reflection of the state's extremely low coonitment to basic program 
aid* 

Maine Is one of three New England states that distributes capital 

^ ^Intent is deterained here on the basis of program descriptions* See 
Thomas L* Johns (compiler and ed*). Public School Finance Programs. 1968-63 , 

U* S* Department of Health, Education and Welfare, Office of Education 
(Wash*: 1969), 0E^22002-69* It must be emphasized again that labels and 
intent are not necessarily translated Into equalizing effects, as the results 
show* 
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assistanca funds In an s<)ualising asnnsr* Ths state pays snjrwhsrs froa 18 
to 66 per cent of construction costs, the proportion for sny psrticulsr 
district varying in relation to equalised valuation per pupil. ITie 
equalising effect of this aid progra* is not reflected directly in the 
data used in this study, but it it obviously iaportant to individual 
districts* Other things being the sane, equalising features In capital and 
debt service aid programs should contribute to overall equalisation effects 
in the total school aid program* 

The "Other*^ types of aid program are generally categorical grants 
designed to aid specific functions, such as pupil transportation, education 
of handicapped students, vocational education, and other activities including 
(in Connecticut and Rhode Island) progress for disadvantaged children. These 
progras, in effect, make soaw adjustment for cost differences beyond the 
basic progrM, but the funds involved are not distributed on an equalised 
basis, and an opportunity for enhancing equalisation in the total state 
school aid is therefore lost.^^ 

The basic programs for current expenditures in Massachusetts and Rhode 
Island are of particular interest because they arc both adaptations of the 
theoretically preferred percentage equalising model. The Massachusetts 
allocation procedure is a grotesque exasaple of a labyrinthian Sjrstem that 

^^By contrast, the "’equalising’' feature of Massachusetts" capital aid 
involves variation only vithin the narresr range of 40-50Z, depending on 
equalised valuation per pupil* 

*^ln Massachusetts the state pays all transportation costs in excess 
of $5 per pupil; the program, which has undoubtedly stimulated spending 
fur transportation, comprises almost 8%X of total school aid paid by the 
state. While there is some merit in state subsidies to assist necessary 
functions, there is no reason why the subsidy cannot be provided on a variable 
matching basis td reflect ability to pay. 
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alMtt defies comprehension, not to mention concise description*^^ The 
program embodies s good nu^er of the defects listed above that can reduce 
the equalisation effects of an othexvise excellent model as the political 
process implements a drastically constrained version* In the Maasachusetts 
case, the equalisation potential is reduced at the outset because only a 
Halted portion of expenditures from local revenues are eligible for re*- 
Isdiursemenr.* Several additional adjustments are nade on ** reimbursable 
expenditures,” and a BUninum state aid ratio of 15 percent is guaranteed 
to all districts.^^ The resultant "entitlement” is subject to two further 
modifications, and then the final figure is ultlsutely prorated to satisfy 
the constraint imposed by the state budget* 

The Rhode Island formula is considerably less complex, but it too hss 
serious veaknesses comq>ared to the "pure" percentage equalisation model* 

The procedure la open-bended (i*e *, no ceiling is imposed on the amount of 
spending that the state will aid), but the equalising effect of the state 
assistance is seriously diluted by a guarantee that the state mill pay at 
least 301 of the costs Incurred by any district, e v e n the richest* Districts 
with "true" aid ratios under can gain more funds at any level of effort, 
and the open<-ended feature makes it possible for them to exploit this advantage 
to any desired spending level. Kote that the pure form of the percentage 

^^See the comprehensive analysis by Andre Daniere, Cost BOTcfit Analysis 
of General Purpose State School’-Aid Formulas in Massachusetts (Massachusetts 
Advisory Council on Education, 1969)* 

^^Daniere indicates that the uncon&i.**ained foransla yields state aid 
ratios under 152 for almost oneb^fotirth of the localities in the state, and 
tvo-bthirds of these would get a negative aid ratio in an unconstrained system. 
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eqtiilltatioc model iaplitt (i) no relation betveen local vealth and apend«> 
ingt and (11) a strtmgt poaitiva relation between effort and spending* By 
contrast* in the two Hew England states where school aid is distribnted on 
the basis of modified percentage equalisation foraulas, neither of these 
relationships appears; instead« spending is closely related to local pro* 
party ▼aloes per popil« and greater tax effort generally does not result in 
higher spending lerels«^^ 

The net iapact of a total state school aid package on the owerall dis* 
tributioo of state funds aaong districts is difficult to predict because of 
the n u nb e r of interacting relationships and the conbination of different 
progress Icrroleed. The following are siaple correlation coefficients 
between equalired valuation per pupil (V/P) and state aid per pupil in 



Support of current 


exp^inditures (S/P): 






Connecticut 


.00 


New Haapshire 


*.51 


Maine 


-.34 


Rhode Island 


*.08 


Kassachosetta 


^.04 


Vermont 


*.52 



A significantly equallrlng state system would produce a strong Inwerse 
correlation between these Tariables. As would be expected, Connecticut's 
flat grant systea yields no equalizing effects by this test. State school 
aid In Rhode Island has sotte rety weak equalizing effects. The Massachusetts 
progran actually has a tendency to yield perverse results**a positive re* 



*^Sec the correlation coefficients for Massachusetts and Rhode Island 
in Table IV. 
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latioMhlp between eblllty and atate aid per pwpll.*® Beginning thle year, 
however, the rewlta In Maaaaclniaetu ehould be Uq>roved becanae of a 
legUlatlva decision to folly fond the etate echool aid fotaola* Inplylng 
an increase of about 17 percent In the achool aid budget. (The increaae 
will be financed largely by shifting funda froo the non-equallalng general 
state aid prograa.) 

Equalizing effects appear strongest In Venaont and Hew Haapshlre. In 
Kev Hanpshlre, only a snstll state aid fond is distributed, but it la dis- 
tributed in a strongly equalizing way; If the progrsa '.re fully funded. It 
could hare very significant effects. The true teat, however, is in the 
final relationships between wealth, effort and spending levels that have 
been reported earlier In Table IV and Figure 111. Vhe results suggest that 
Mong the Rew England states Verswnt’s plan, with a relatively high state 
contribution focused prlnarlly in a foundation progran with hl^ support 
levels, does about the "best" job In reducing the dependence of spending 
levels on local wealth; however, effort Is still closely tied to local 
irealth, and Increased local effort does not bring significant ;>o9ltlve 
returns In higher spending levels. Rating the different state prograas on 
the basis of equalizing effects la coeplicated by the fact that intra-state 



slnllar test In ACIR, State Aid to loca l Govctuaent, p. 48, yielded 
similar positive relationship for the overall Massachusetts school ^d pro- 
ram (l.e.. Including capital as well as current progr^). Joel S. Weinberg, 
n a report recosMMdlng a percenUge equalizing plan for MMsa^Metts in 
962, estimated * properly Implemented pure plan wouid yield a cor- 

elaclon between per pupil aid and ability of -.97, but that inclusion o a 
save harmless" clause and minimum and mazlsaim constraints state support 
evels would reduce the correlation to -.47. State Aid to Mncatl^_to 
assachusetts (Rew England School Development Council, 1962), ^p. 42. 
pparently such modifications can have a very damaging eftect. 
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vvalth dispart tici are relatlirely «uch greattr In som states Qcf. figuras 

for Ksloe slid Coonectlcot In Table HI.) JitYtrtlisless , It appears that a 

oco prograa toon to be introduced la Maine proalses to have greater e^ual- 

49 

ialng effects than any syatea presently existing In the region* 

The charts In Figure IV shov that, ulth fw exceptions, regardless of 
the allocation pattern of state aid per pupil in relation to local wealth 
in the different states, expenditure lerels are still prlnarlly related to 
local ^ility to raise rerenues. The siaiple correlation between per pupil 
current expenditures and local funds is lores t in Khode Island and Vetaoot, 
at and 4>.76, respectively; in the other states the relation is stronger, 
with correlation coefficients ranging froa f.89 (Maine) to +.96 (Connecticut). 
This will renain true as long as the states resist assunptlon of a neaningfol 
t i—irnmr to equalisation or local contributions ccstprlse the aajor portion 
of total school expenditures* 

SnalTsU of Hroothetlcal Equallxlng State Aid Systems 

What would happen If state legislatures decided to refon their school 
aid prograsB in order to »ake possible effective equallxatlon of public 
school spending levels and corresponding local school tax rates? This 
section presents the results of calculations based on nodels of school aid 
systens that could yield these results. Actual Hew England data ate used 
as the basis for analysing two types* of systeas which. If applied In "pure” 
fot», could ellalnate Intra-state disparities In local school tax effort 

*^Under the new plan basic progran aid will vary £um to $411 per 
pupil in inverse relation to e^TusOlred valuation per pupil, and sopplenentary 
state aid for spe^al needs will be providel also on a strongly equalitlng 
basis, with the state share ranging fron 131 to 97T. 
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PATTEIO OF CCIlKm EXPtXDtTniES FFK PCFIL (c) 

REUTFO TO PEIt FCPtL FOtOS nON UKAL SOORCES CUP) AXS 
FROM STATE AtO (S/T), StV ttVCLASD STATES 

(*ledlan Valnet et QalntllM Accot41n|i to Talutloa per Pupil Relatlee to State Median) 
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and leirels of current erpeodlturen per pupil: (1) percentngc equallcatloo 
greats;^ and (2) a atatc*vlde property tax. The retulta of thetc lyitcM 
are aaalyted in the context of ’’pare" ayateM keyed to altemative policy 
tarfeta. Rcaalta vere aiao obtained for the sane lyitens operating under a 
▼ariety of constraints that are likely to be found In the real vorld« such 
as budgetary constraints on state school aid» political decisions to guarantee 
sone aid to every Jurisdiction, and legislative inhibitions against re« 
quiring negative aid paynents by vealthy districts (redistribution). 

Several liaitations of the specific procedures utilized here oust be 
adaitted at the outset. First, the calculations are based on state objectives 
of equalising current expenditures per pupil at sose given level (denoted 
as e*).^^ Unless the state provides equalised aid up to a level of e* that 
no district vould choose to exceed voluntarily, the actual expenditures of 
soae districts night be higher than the equalised levels and such voluntary 
**excess'^ spending vould not be attained on an equalized basis. On the 
other hand, sone districts night prefer a low school tax rate and ^loose to 
spend less than the equalized mount per pupil, tn short, the calculation 
procedure neglects the substitution and stinulation effects of increased or 



^It mast be esq>haslzed at the outset, as discussed below, that the 
fora of percentage equalization plan considered in this section is a special 
case since it is keyed to a particular spending level. The nore general 
percentage equalisation approach provides fully equalizing aid at any spends 
ing level. 

^ ^In the present context , i.e .« analyzing equalizing aid up to a specific 
expenditure level, these two nodels can be set up so that they are inter^ 
changeable In practical effect. The different fores are used because they 
represent distinct actual or proposed system and because each offers specific 
advantages in reflecting policy objectives and constraints. For an algebraic 
foraulation of the eodels analysed here, see Appendix 11. In all the follow 
ing calcnlat ions , Federal aid la neglected. 
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r«dlrcctftd itatc The asauBptlon that dlatrlcts vlll apcnd at the 

e^uallaed 1ml la adequate for the prtacat purpoaea of analytlng the 
effects of a hypothetical prograa for tffectlire equalltatlon* An Isportant 
point to rtaci^er when loterprctlnt tha results Is that If the target spend- 
Ins Icrel la too loo. Inequities vlll creep back Into the systea unless the 
state Is coailtted to full equalisation beyond as veil as up to the 
lerel. 

The procedure is crtide to the extent that It does not Incorporate any 
atteapt to coepensate for differences In spending requlresents anong districts. 
Ho atteapt Is aade to adjust the allocations for such factors as grade-level 
coaposltloo, nuad>er of disadvantaged children, etc.; the target Is to equalize 
a single level of spending per pupil. Slsllsrly, no refinement In the »ea« 
sure of ability to pay was attempted; equalized valuation per pupil was used 
throughout. These limitations are not so serious as they may appear at 
first. For one thing, specialists sre not agreed on exactly how adjustments 
In the fotnula should properly be sMde. Failure to refine the hypothetical 
systems should not seriously affect ccmparlsons among them or between them 
and the existing systems. 

The fact that the models analyzed here focus on the objective of strict 
equalization of local spending levels and school tax effort should not be 
construed as an espousal of those particular criteria for public school 
finance systems . The calculations are Intended merely for Illustrative 

^^See references cited In footnote 30 and James, Themas and Pyck, 

Wealth. Expenditures, and Peels ion-Kaklna for Education . Chs. 2, 5- It 
is possible to perform slnulatlons that do take account of these effects, 
by assuming some uniform response by districts to changes In state aid* 

See Danlere, Cost Benefit Analysts of General Purpose State School">Ald 
Forswlas in Massachusetts. 
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parpMM. — th# dUcuiiloo, b«lcw. of propfloals for refer* Mke* 

(Q c^itAble oyatcB cea tolerate— even encogra§e— local ilffereoee* 
In levela of epenain* aod effort, but Joat ao long •• roeh dlfferencea are 
veloatary and not th* retnlt of wealth diaper Itlea. 



Model 1; STATE-MIOE PWfKRTT TAX*^ 

Corrent achool expendlturea could be financed through the proceeda of 
a atate-«lde propatty tw, with a unlfora ta* rate (t») aet at the level 
necessary to finance a poUcy-detemlned level of current expenditures per 
pupil (e*). The required tax rate would vary directly with the target 
level of e* eatabUahed by the state. This plan rcqalrca payaent to the 
state of excess property tax collections by districts that generate (at the 
unlfora tax rate) aore than the raount needed to finance the target progran 
lot their resident pupils. This excess revenue would be ledlsttlbuted by 
the state to districts that faU to raUe the requited aoney at the unlfora 
rate. The prograa could be financed entirely through local taxation. Sc*e 
results of this prograa are Illustrated In Table VI lor Hew Haupshlte. 
Figures are shown for values of e« equal to the present aedlan. 80th per- 



^^Cornell, "Crant-ln-Ald Apportlooaent Foraulas," analyaes various 
aodels using the criteria of attaining a alnlata service level (e*) with 
unlfora effort (t*) for all Jurisdictions. Adopti^ 

Boffaan, "A Systeaatlc Approach to a Practicable Plan lor State Aid to 
Local Coverraents," shows that under certain aasraptl^ a plm slallar 
to the oodel described here (or Model It, below) » 

optlana. Musgrave, "Approaches to a Fiscal Theory of FoUtlcal F^erallsa, 
naalnes co^>arable plans aod alternatives In a consistent analytical fraae- 
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centlle and "maxlmun"^^ levalt of current expenditures per pupil In the 
state. Some measures of the equalization effects are provided by the mean 
snd median changes In Individual district current expenditures per pupil 
(e* - e^) and school tax rates (r* - and by the proportion of districts 

making payments to the state for redistribution (% of districts with excess 
revenues) • 

Since this system Is entirely locally financed , substantial tax rate 
Increases would be needed to boost spending to relatively high .levels. 

Of course, Increases would be extremely large for the wealthiest districts 
which now enjoy very low rates, and present high-taxing localities would 
experience rate reductions. 

The state may alternatively choose to focus on equalizing school tax 
rates at a particular level and then redistribute state-wide property tax 
re/enues to finance whatever spending level Is possible at the tax rate 
target. For example, If all New Hampshire localities were required to 
exert a tax effort at the present 80th percentile rate level (23.1 mills), 
current expenditures per pupil of $590, about. 15 percent above the present 
median level, could be financed on an equalized basis entirely out of local 
funds. 



Tlie "maximum** levels specified In the calculations are not necessarily 
actual maxima In all cases, because "freak" cases were dropped. Similarly, 
the **rlchest*' district specified In subsequent models Is not necessarily the 
one with an actual maximum per pupil valuation. 

^^e^^ and r^^ represent actual present current expenditure per pupil and 
school tax rate figures for Individual districts. 

^^The necessary Increases are somewhat overstated since Federal funds 
are Included In determining target levels but are excluded In determining 
the required tax rate. 
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Model II: STATE-WIDE PROPERTY TAX PLUS FIXED STATE AID 

A system closer to the real world needs and actual conditions would 
require state funds to supplement the revenue yielded by a uniform school 
tax rate. It could operate essentially in the same way that Model I does, 
except that state money would be added to the excess local tax collections 
used for redistribution. The state could again set a target In terms of 
either spending levels or tax rates, and the other would be determined. 

Table VII shows some results for programs of this type In Massachusetts. 
The calculations were made assuming a policy objective of equalizing 
current expenditures per pupil (out of state and local funds) at the present 
80th percentile level. In order to' evaluate the effect of an Increase In 
state equalizing aid, results are compared assuming state funds are con- 
tributed In amounts (1) equal to existing school aid for current purposes, 
and (11) twice that amount. The table shows that doubling state aid and 
focusing the total amount In an equalization program would yield higher 
equalized spending levels at a lower tax effort for moat districts. Of 
political Interest, perhaps, Is the fact that one sure way for the state to 
lessen required Inter-dlstrlct redistribution of funds la to enlarge Its 
own contribution. 

If, alternatively, Massachusetts maintained Its present aid commitment, 
channeled the entire amount Into equalizing basic program support, and 
adopted a policy of requiring .a uniform tax rate at the present 80th per- 
centile level of effort, the median Increase In district per pupil expend- 
itures would be $161, and spending would be equalized at $827, with 24 per- 
cent of the districts paying money Into the state. The additional funds to 

^^Exlstlng school aid for current purposes according to the data gathered 
for this study. 
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support this program would come from local sources » primarily from relatively 
affluent districts required to increase their tax effort substantially above 
current levels* At the other end of the present spectrum, the least affluent 
jurisdictions would be able to increase per pupil expenditures far beyond 
what they could achieve under the existing system even by taxing themselves 
at very high rates. 

Results for other states are similar: present disparities in school 
tax effort and spending per pupil cesi be relieved by a program of straight- 
forward equalization, as long as the state commits Itself to this objective 
by increasing its own contribution, or requiring redistribution of funds, 
or both. 

The redistribution feature can be quite crucial. Suppose that the 
state decides upon an equalization program of the Model II form but is re- 
luctant to require redistributive transfers* It may attempt to get around 
this political problem as follows* It can set the uniform tax rate at a 
level that would provide the wealthiest district with sufficient funds, but 
no more, to finance its own program at the target expenditure level. No 
redistribution will be required, since not even the wealthiest district has 
excess revenues. Applying this approach in Massachusetts, and asstiming a 
target e* ■ 769 as in Table VII, the uniform tax rate would be set at 2 mills, 
less than one-tenth of the present state average (the "richest** district has 
a per pupil equalized valuation over 100 times as large as the state average). 
Since the uniform tax rate is set so low to avoid redistribution, the re- 
quired local contribution will fall drastically, implying a correspondingly 
huge increase in state funds. In this case, the state would have to increase 
its aid fund by a factor of 5.0 to $755.7 million, or else abandon or redesign 
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58 

the plan. It would no doubt select one of the latter alternatives. 

It is not uncommon that a* state equalization plan looks fine on paper, 
only to be spoiled in practice because of a state budget constraint that 
forces prorating of available funds. The calculations summarized In Table 
VIII indicate the range of effects that prorating can have on an otherwise 
well designed equalization system. For each of the New England states, the 
required state contribution for a fully funded program to equalize current 
spending per pupil at the 80th percentile level was calculated, along with 
the Implied uniform tax rate. The state contribution was reduced proportion- 
ately (In total and across districts) to a level approximating the actual 
state school aid budget. Receiving less state aid than the fully equalizing 
amount, districts react by adjusting their own tax effort and spending^ In 
the most likely event, unless the state imposes effort or spending require- 
ments In spite of prorating, tax rates and spending levels will diverge 
from the Intended state targets. The possible results are analyzed In 
Table VIII by considering the effects under two extreme assumptions about 
district responses: (A) the target e* is maintained, causing full adjust- 
ment by changes In tax rates; (B) the uniform tax rate target, r*. Is 
maintained, and adjustment comes entirely through per pupil expenditure 
changes. The state might decide to enforce either result; otherwise, the 
final position of the individual districts will He somewhere between the 
two extreme cases, with neither equalization target attained# In any event, 

^®The Massachusetts case is extreme, owing to the disproportionately 
high valuations per pupil of the “richest" district. The comparison would 
be still more extreme in New Hampshire. For the other states, the ratio of 
state coats in a similar program (e* ■ 80th percentile level, r* set so at 
to avoid redistribution) to costa In the unconstrained version (where re- 
distribution is accepted, as in Table VII) are as follows: Connecticut— 2.3; 
Maine — 4.4; New Hampshire— 12.4; Rhode Island— 2.7; Vermont— 2.9. 
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Inequalltles are reintroduced. 59 



Model III: PERCENTAGE EQUALIZATION WITHOUT REDISTRIBUTION 

The percentage equalization model tested here is not the "pure" form 
discussed earlier because rather than being open-ended it represents a 
method for financing a specific level of per pupil expenditures. As in the 
unconstrained versions of the previous models, target levels of e* and r* 
are co-determlned and are perfectly equalized for all districts. 

In order for the percentage equalization method to work without en- 
tailing any Inter-dlstrlct redistribution, the state must be prepared to 
pay for a fully equalizing system out of its own tax resources. Aid will 
be paid to all but the "richest" district. When wealth disparities are 
substantial, this requires a very substantial state commitment. 

Figures in Table IX, based on a target e* at the 80th percentile 
level, show the results of Model III in Maine (where wealth disparities are 
very substantial) and Connecticut (where wealth disparities are significantly 
less).®® In Connecticut, state aid would have to mr^e than double, and in 
Maine a more than four-fold Increase would be required. As state funds 
replace local revenues in a completely equalizing manner, local tax rates 
plinmnet, and the state assumes a large sh.are of the b.irden of .financing the 

target spending level. 



59if the state were sincerely dedicated to equalization at som^ 1|J^, 
IC c».l”e«pu=l.ly coned. It. budg.t.ty .h.ttf.ll .nd re.. It. .Ipht. on 
a different target — equalization of a lower level op g* 



6°Cf. Table III. 
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Model IV: PERCENTAGE EQUALIZATION, WITH REDISTRIBUTION 

As noted above, Inplenentatlon of percentage equalization systems is 
usually based on an objective expressed in terms of the state reimbursing 
some set proportion of the expenditures of a district with "average** 
wealth. The formula* s wealth ratio is defined with respect to the 
**average" district, and the state finances a proportion (1 - Q) of this 
district* s budget. Unless certain conditions pertaining to the intra-state 
distribution of wealth in relation to the chosen value of Q are met, inter- 
district redistribution of funds will be required in order to preserve the 
fully equalizing property of the original formulation.^^ 

Table IX Includes the results of applying Model IV with two values of 
Q (Q “ .50, Q “ .75, Implying, respectively, that the "average** district 
must p^ 50Z, 75Z of its budget for the target program) to Maine and 
Connecticut, with the same equalized spending level used to illustrate 
Model III. In this formulation, where wealth ratios are defined with respect 
to the "average** district, the total state share in the program is effectively 
reduced, and quite sharply. This model, compared to Model III, causes a sub- 
stitution of local for state funds. The required local tax rate rises, and 
wealthier districts must pay over *'excess** revenues to the state for re- 
distribution. As Q— the share of program expenditures that the **average** 
district must pay — is Increased, a higher local effort is required of all 
districts and the state relies more heavily on Inter-dlatrlct transfers, 
rather, than its own revenues, to finance the program. 

6^In order for no redistribution to be required, Q must be selected 
so that the maximum wealth ratio is no greater than l/Q. See Coons, 

Clune and Sugarman, Private Wealth and Public Education , Ch. 5. 
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The figures In Table X» vhlch are directly comparable vlth the column 
In Table IX for Q - *75» Illustrate the typae of changes that can result 
from political constraints being introduced Into a percentage equalization 
Scheme* The three specific constraints analysed are: (1) no redistribution 
tolerated<—the state aid ratio (XS) Is constrained to non-negative values 
(XS>0);.(2) guaranteed minimum state aid ratio— no district receives less 
than a 20X subsidy from the state for Its target program (XS>0.2); (3) 
maximum permissible state aid ratio— no district » no matter how poor» receives 
more than an SOX subsidy In the plan— (XS^O.6) • The Impact of these con- 
straints can be gauged roughly by comparing the respective results in 
Tables IX and X. 

The prohibition of Inter-sllstrict redistribution has the expected 
effect of Increasing 'the required state contribution; this occurs because 
the state must replace the funds that the wealthiest districts are no 
longer required to pay In. For the same reason* variation in the required 
local tax rate (r{) reappears: again » the benefit accrues to wealthy districts 
that can finance the target program at a relatively low tax rate. The same 
effects appear when a floor Is placed under the state share, and, of course, 
the magnitudes of the changes are greater, and more districts are protected 
by the system — protected in the sense that their lover "true" state aid ratios 
are not effective. The maximum state share constraint has minimal effect 
In the specific case tasted. Under percentage equalisation plans of the 
Model III type, this form of constraint vould have more marked effects. The 
burden of the constraint yould be borne by the least affluent districts, 
vhlch vould not receive the full equalisation benefit that an unconstrained 
version of the plan vould require. 
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V. THE FEDERAL ROLS IN PUBLIC SCHOOL FINAK CE 

Almost every state has accepted equalization of educational spending 
and tax burdens as a goal of its public school finance system. This stated 
objective is clear even though programs to implement it have generally 
failed miserably in terms of practical effects. The objectives of Federal 
aid to public schools are quite different. To the limited extent that 
equalization is a goal^ the concern is for equalization between states. In 
designp intention p and methods of allocating funds » Federal grant programs 
have almost nothing to do with ameliorating ijitra-state disparities. 

Most Federal grants for public schools are designed to stimulate spend- 
ing for specific policy objectives or to assist in meeting particular needs 
at the district level. *'The existing arsenal of many-sizedp heterogeneous 
aidsp diverse in purpose and structural detail^ is clnarly not a system tied 
together by any central purpose more specific than serving the pragmatic and 
changing needs of a Federal partnership....”^^ In the present context, it is 
especially important to note that Federal grants for public schools are rot 
designed in any consistent way to relieve or compensate for disparities in 
ability to pay for schools t 

...Equalization is necessarily a secondary. and, in some 
respects, an irrelevant criterion when applied to operating 
results of the complex of existing programs.... 

...The focus of existing grants, insofar as there is 
a common focus, is on service standards, not personal indomei.... 

• ••Identification of atstea as rich or poori high?»income 
or low-income, and evaluation of their aggregate shares of 



62 

I. M. Labovltz, "Federal Assistance to State and Local Governments, ” 
in Tax Inatitute of Aaaricai .Fadaral-Stata^ ^ Local Fiscal Ralatlonships 
(Princeton, 1968) | pp. 29'*30. 



69 



7864 



- 61 - 



Federal eld on this basis , may omit factors that are crucial 
for policy assessaenta. • • 

Federal aid to public schools ia channeled through a wide variety of 
prograas edainistersd by nuneroua different Federal departnenta and agenciea. 
In all but s few prograaa the funds are paid to the states, which then dis- 
tribute their allotments to individual districts or to programs operated by 
the state education departments* Every program has a number of "strings'* 
attached* In order to qualify for Federal aid money, state and local govern- 
menta must satisfy specific conditions written into the law, and the states 
usually m\ist contribute funds from their o^^n sources according to matching 
requirements that vary from program to prograffl. Under any particular grant 
program, the distribution of funds among the statea depends upon whether 
(and how) measures of needs, capacity and effort enter the allocation pro- 
cedure, as well as the nature of whatever strings may be attached* A 
brief review of the major Federal aid programs applicable to public schools 
will illustrate the differences in pur;joses and allocation procedures* . 

(1) Elementary and Secondary Education Activities* Most Federal 
assistance under this heading comes under provisions of the Elementary and 
Secondary Education Act (ESEA) and the National Defense Education Act (NDEA)* 
The major part of ESEA is Title 1, under which payments are Intended to 
support programs concentrating on meeting the special needs of educationally 
deprived children* Grants are dispersed according to nuaibers of pupils from 
low-income families and state average spending levels, on terms that give 
soma extra assistance to poor states and that provide incentives for in- 
creasing current expenditures per pupil* The most important section of NDEA, 
(Title III), provides funds to subsidize development of curricula in par- 

p. 29. 



70 



7865 



■62- 



tlcular subject areas; grants are allocated partly In Inverse proportion to 
the state average income per school ago child* Although these provisions 
of ESEA-I and NDEA-III are designed to yield some equalizing effects with 
respect tc income, other grant programs under this heading reflect only 
limited Congressional intent to distribute funds on an equalizing basis, or 
none at all* 

(2) Maintenance and Operation of Schools in Federally Affected Areas* 
Federal money distributed under this program (P*L. 874) ia intended to 
assist local education agencies in areas where Federal acquisition of pro- 
perty has reduced local revenue potential and where education must be 
provided for "Federally-connected” pupils — i.e. * primarily in towns hooting 
defense installations or other government facilities* The allocations are 
unrelated to local wealth but are designed to compensate for the tax ex- 
emption of Federal property* About fourteen states offset part of Federal 
funds under P*L* 876 in calculating state equalizing aid for the affected 
districts, a procedure that implicitly capitalizes the Federal payments to 
represent the value of exempt property* 

(3) Vocational Education Assistance. Some of the earliest Federal 
programs of aid to public schools were designed Co encourage development 
of vocational education activities* These typically provide minimum flat 

^^ACIR, State Aid to Local Govenva»ia . p. 39. School districts' state 
aid allotments are adjusted for P*L* 874 receipts in every New England state 
except Connecticut and New Hampshire* In 1968 a Federal court enjoined the 
Virginia practice of deducting half of a district's P«L* 874 funds from the 
state aid allotment to which it ia otherwise entitled* See E* E* Reutter, 
Jr*, "The Legal Element in School Finance," in Interdependence in School 
Finance* * * * p* 57* 
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grants for state programs In specific occupational categoriea, or allotments 
distributed according to certain population or employment characteristica, 
in either case with no regard to the state's fiscal capacity. The 
Vocational Education Act of 1963 introduced desirable reforms by relaxing 
categorical restrictions embedded in eirlier programs and allocating 
additional funds on the basis of population by age group and inversely to 
per capita income. 

(A) School Lunch and School Milk Programs. Federal funds are 
allocated according to schools' participation in the subsidized lunch and 
milk programs. The states must pay a fixed 75X of the costs unless state 
Income per capita is below the national average; the Federal government 
may also provide special assistance to schools located In poor economic 
areas. 

The Federal aid that each of the New England states received in 1968 
under each of these headings is shown in Table XI. In addition to the 
Federal aid distributed through these major programs there is a bewildering 
array of other available grants. One guide designed for school administrators 
lists 232 specific grants for which individual public schools may qualify, 
many of them little known and involving only small amounts of funds. Since 
the Federal contribution to public school finance flows through such a maze 
of diverse channels, It would be surprising to find that the resultant 
pattern of distribution s'.iows significantly equalizing tendencies. However, 
Congress has evinced pn increasing concern for equalization, and the 
pattern of Federal aid distribution across states haa become relatively 

^^Howard S. Rowland and Richard L. Wing, Federal Aid for Schools 
(NY: Macmillan, 1970). 
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SOURCE: Statl.8tl.caX Appendix, Annual Report of the Secretary of the Tre^°ury 

oa the State of the Finances . Fiscal Year Ended June 30, 1968, Table 76 
pp. 264-281. 
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more equalizing over the years.®® 

A recent study examined the relationship betveen state Income and 
Federal aid per school-age child for seven different Federal public ochool 
aid programs.®^ Rank correlation coefficients were calculated to test for 
equalizing effects » which would be indicated by large negative coefficients. 
The results were mixed, reflecting differences in program design and in- 
tended effects. Some programs showed no equalizing effects (e.g . P.L. 874 
funds) or even anti-equalizing effects, but in other cases built-in equal- 
ization features did appear to be effective; the test yielded rank correlation 
coefficients of -.72 for vocational education funds and -«96 for payments under 
NDEA-III. 

For funds distributed under ESEA-I, the coefficient was -.64. The 
equalizing effects indicated must result from a correlation of generally 
low income levels and number of children from low-income families (the pri- 
mary basis for allocation). As a result of 1967 amendments, ESEA-I funds 
should have more significant equalizing effects today. 

Even in those few programs where Federal public school aid is dis- 
tributed among the states in a partially equalizing manner, there la no 
assurance that equalization at the local level will not be vitiated by the 
intra-state allocation of funds.®® Federal program specifications do not 
deal with the problem of equalization among school districts within states. 

®®James A. Maxwell, **The Equalizing Effects of Federal Grants," 

Journal of Finance (May 1954), pp. 209-10; ACIR, The Role of Equalization 
in Federal Grants (Washington. 1964), pp. 63-5; and I. M/Labovltz, 

"Federal Assistance to State and Local Governments," pp. 31-33. 

®^Unpublished study cited by S. Rom Alexander, "Trends and Issues in 
School Finance," Interdependence in School Finance* . . . p* 154. 

®®For an early discussion of this important problem, see Byron L. 

Johnson, The Principal of Equalization Applied to the Allocation of Grants- 
in-Aid , Bureau of Research and Statistics, Federal Security Agency, Social 
Security Administration (Washington, 1947), Appendix A. 
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This problem is illuatreted by the resulta of a recent etudy of the dis- 
tribution of Title 1 funds under ESEA# Although the inter-state allocation 
appeared to be moderately aquelisingi there vaa no significant relation- 
ship between per pupil aid and fiscal capacity of the recipient achool 
districts. The author correctly pointed out that the funds allotted to 
the state could be used more effectively and equitably to further program 
goals if the intra-atate distribution of funds were Inversely related to 
local wealth. 

The distribution of Federal aid per pupil among school districts within 
the New England states is described by the statistics in Table XIT. The 
average and median levels of Federal aid per pupil vary widely from state 
to statei but the figures show an. even greater variation within stntesi and 
some districts receive no Federal mcney at all. . Furthermore, except for 
Maine, there is no significant relationship at all between total Federal 
aid per pupil and achool district wealth as measured by equalized valuation 
per pupil. 

These facts are about what would be expected given the diversity in 
objectivea and desijn and the large number of federal programs available to 
public schools. However, to an Important extent the variation In per pupil 
Federal aid among school districts, ia an unfortunata^ unintended and un- 
deslr^le result of the complexity and ercassive cateaorization of existing 
Federal proarans . Full participation in tha available Federal programs en- 
tails a considerable administrative burden. Diatrlcta that knew the ins 

®^ron L. Anderson, ”A Financial Analysis of Title 1, Public Law 89-lQ, 
and .the Formation of e Dafenaibla Federal Financial Aid Distribution Plan," 
Intardepandance in Bcbool finailca. • . , pp. 192-3. Tha atudy of Intra-state 
elleutlon ueed dm from JLadiime^. 
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and outs of ** gran tsrasns hip" can benefit while others, lacking access to 
this specialized knowledge, suffer by virtue of an **lnfortBatlon gap” that 
meana loss of potential Federal aid. These problems have been documented 
by a recent survey which found, among other things, that Federal aid per 
pupil tends to be lower In smaller districts, and districts that employ a 
full-time Federal aid consultant participate In more different programs and 
receive greater amounts of total Federal aid per pupil* The study concludes 
that the “evident ability of some suburban districts and some large city 
districts to obtain significantly more aid than tbalr counterparts* • *can 
only be ascribed to aggressiveness, perseverance, creativity and awareness 
of the administrator or administrators assigned to obtain Federal aid.” 

The survey results suggest that districts employing a full time Federal 
grant administrator receive, on the average, 32% more Federal aid per pupil. 

The Rube Goldberg complex of Federal grants has been the subject of 
considerable criticism lately. There appears to be growing support for re- 
form, which could be accomplished fairly easily by consolidating existing 
programs, simplifying application procedures, and providing readily accessible 
Information on what programs are available. Even much needed changes such 
as these, however, would not go very far toward relieving even Inter-state 
disparities In educational opportunity. In order for the Federal government 

^^Howard S. Rowland, “Survey of Federal Aid Received by Individual 
School Districts During 1968-69 School Year,” (available from the Macmillan 
Company, New York, N«Y* 10022). 

^^See ACIR, Fiscal Balance In the American Federal Syatem , Vol. 1 
(Washington, 1967), Chs. 2 and 5; and Hon. William V. Roth, Jr., ”The 
Federal Establishment: Some Needed Reforms,” Tax Foundation, Inc«, Tax 
Review* Vol. XXIX (August 1968), pp. 33-6. For a general review of Federal 
programs for public schools, see Garvue, Modsm Public School Finance , 

Ch. 10. 
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to play a meaningful part In purauing thla obj active t many educators 
believe that the present categorical granta must be supplemented by even 
larger amounts of Federal funds in the form of general aid distributed on 
an equalizing basis 

The call for Federal general aid to public education is nothing new. 
General aid, as opposed to specialized programs, was recommended in 1931 by 
the National Advisory Committee on Education (Hoover Commission), reflecting 
a sentiment that began to grow after World War I. Many different forms of 
general aid bills have been proposed in Congress, including recently some 
varisnts of revenue sharing proposals' which would earmark shared revenues 
for public education* The debate about Federal school aid was bogged down 
in political Issues involving fears of Federal control, controversy over 
segregated school systems, concern about private schools and eensltlvlty 
regarding any specific allocation method proposed concern over these 
issues intensified whenever general aid proposals were debated. 

The passage of the Elementary and Secondary Education Act in 1965 
was hsiled not only as a new source of substantial financial support for 



See the statement by NEA president George D. Fischer before the 
General Subcommittee on Education, House Education and Labor Committee, 
November 12, 1969, pertaining to hearings on H.R. 10833 (NEA Release). 

73 

See F. J. Hunger and R. F. Fenno, Jr., National Politica and Federal 
Aid to Education * (Syracuse: Syracuse University Press, 1962), and Federal 
Role in Education (Washington: Congressional Quarterly Service, 1965) for 
a review of the political battle for Federal aid to education. The power- 
ful lobby against general Federal school aid has included the U. S. Chamber 
of Commerce, National Association of Manufacturers and Daughters of the 
American Revolution. Opposing "any grant by tha Federal government to all 
states... for education purposes," President Eisenhower warned. that "...unless 
we are careful even the great and necessary educational processes in our 
country will become yet anotu^i.: vehicle by which* the believers in paternalism, 
if not outright 'socialism, will gain still additional power for the central 
government." 
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public schools but also as a major step In the direction of general aid: 
local school systems were given unprecedented leeway in planning and ex*- 
ecutlng their own Title I programs, subject only to state approval and 
broad Federal guidelines* A recent examination of Title l programs un- 
covered many examples of grave misuse of funds and arrived at the pessimistic 
conclusion that *'wlth few exceptions, the States lack the ability to administer 
competently programs in a manner faithful to national policy* Advocacy 
of more general school aid from the Federal government implies confidence 
that state and local authorities will employ the funds for sound purposes 
in keeping with national objectives. The unfortunate experience with 
Title I funds in some areas hardly inspires confidence* 

There is much that the Federal government could do to relieve existing 
disparities in public school spending and tax burdens, not only among, but 
also within states. Action is needed to direct Federal aid to those areas 
where present needs are greatest, either by revision of existing programs 
or introduction of new ones. If the Federal government la to play a meaning- 
ful role in equalizing educational opportunity it must make a much larger 
financial commitment. In a broader context, there is growing recognition 

I t 

that *’,.*the Federal government cannot carry odt its responsibilities for 
the general welfare, and its responsibilities under the Employment Act of 
1946 for growth, for maximum employment, production and purchasing power, 
without investing more in elementary and secondary education. 

^^ Title I of ESEA: la It Helpina Poor Children ? A report by the 
Washington Research Project of the Southern Center for Studies in Public 
Policy and the NAACP Legal Defense and Educational Fund, Inc., (1969), 

p* 60* 

^^^alter W. Heller, **The Economic & Fiscal Outlook,** in Trends in 
Financina Public Education , p* 20* 
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VI. PROPOSALS FOR REFORMING PUBLIC SCHOOL FINANCE SYSTEMS 

Local govemmenta, which suffer the consequences (or reap gratuitous 
benefits) of the present inequitable methods of public school finance, are 
essentially powerless to change the system.. Unless the higher levels of 
government take action to reform the system disparities in the local 
financial burden of public education will persist and, most importantly, 
children In unfavored locations and socio-economic positions will continue 
to be the victims of unequal educational opportunity. 

The preceding sections make clear that there are many posslbllltiea 
for reform open to both the Federal and state governments. A frontal attack 
on the current problem could involve a package of policy changes- Involving 
total amounts of Intergovernmental aid, the structure of state and Federal 
public school aid, as well as broader changes affecting government organ- 
ization and the distribution of functional and fiscal responsibilities 
among the Federal, state and local levels. Much of the current Interest in 
reforming public school finance systems*— and intergovernmental fiscal 
relations In general— has been Inspired by increasing concern about poverty 
and growing awareness of the particular problems of the cities 

Fiscal disparities within metropolitan areas have been well documented. 

^^For suggested policy changes see Norman Beckman, *'Hov Metropolitan 
Are Federal and State Policies?” Revenue Sharing and, its Alternatives . 

Vol. II, pp. 1007-1021, and ACIR, Fiscal Balance in the American Federal 
System . Vols. 1 and 2. : v ”” ' ^ ~ 

^^See particularly ACIR, Fiscal Balance.,, . Vpl, 2, Including case 
studies of twelve metropolitan areas (Appendix p) ; Alan K. Campbell and 
Seymour Sacks. Metropolitan America; Fiscal Patterns, and Gover"HP**tal 
Systemia (NY: The Free Press, 1967); .and for emphasis .on educational 
dimensions, Seymour Sacks and David Ranney. . The Allocation of Fiscal 
Resources to Large City School Districts (Syracuse: Syracuse University 
PrasSp. In pvocess). ' • 
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The resources of central city govenuMnts are being increesinsly strained 
by burgeoning demands for public services; Im many cities the tax base has 
actually declined as Industry has moved to outlying areas end valuable 
property has been removed to tax-exempt status. The contrast between the 
economic fortunes of the core cities and their suburbs la quite striking ^ 
and the general picture of fiscal disparities within metropolitan areas 
under the present system Is exceedingly gloomy: cities incur much higher 
non-educatlonal expenditures than their suburbs; their property tax rates 
are generally higher* and school spending per pupil is lover. Yet the 
suburbs get more state school aid per pupil In most states. These results 
are all the more perverse because educational needs per pupil are greater 
In large city school systems as a result of Inner city concentrations of 
culturally deprived children from low-income families. Providing equal 
educational opportunity to disadvantaged children requires extra spending 
not only for schools but also for other social services* thus aggravating 
the differential burden of an overall program that would equalize educational 
opportunities. State aid formulas discriminate against the cities because 
they neglect entirely or fall to compensate adequately for the added burdens 
of non- educational spending and the greater educational needs of the urban 
student population; some Federal programs operate In the right direction* 
but present funding is not nearly adequate against the magnitude of the 
problem. 

A major political commitment will be required to reform the present 
public school finance system. "The present allocation of resources ^or 
public school^ ®gy reflect the distribution of political power In 
American society; but it does not match the distribution of need."/” 

^^Campbell* "Inequities of School Finance*" p. 46. 
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DlapAritittS in tax rates and school apandlng appaar aoat draaatlcally In 
city*auburb coapariaona» but they are juat aa pamicloua in the general 
context of the present ayatea. In fact* fiscal dlaparltlea aaong suburban 
tovna in aany metropolitan areas are quite severe and appear to be in- 
creasing over tiae.^^ The school finance problea haa reached crisis pro- 
portions even in locations that are isolated froa the exacerbating social 
and economic difficulties of the cities. Any of the various proposals 
discussed belov would contribute in some way to reduction of present in- 
equities • 

More Equalizing State Aid . Defects of present state school aid systena 
have been described above; rather than reiterate the short comings of actual 
systems I tba most promising approaches to increased equalization will be 
summarized briefly here.^^ 

Full equalization would, of course, be attainable under an unconstrained 
percentage equalization plan. Such a system could also preserve incentives 
and a maximum degree of local control. However, experience to date, together 
with analysis of hypothetical systems, suggests that implementation of per- 
centage equalization in a truly effective "pure" form is unlikely. 



, 79see G. Alan Hickrod and Cesar M. Sabulao, Increasing Social and 
Economic Inequalities Among Suburban Schools; A Study in Educational 
Administration and Finance (Danville, 111.: Interstate Publishers, 1969), a 
study for the U. S. Office of Education. 

80 

As a striking example, CBS News documented the case of Fremont, Ohio, 
a town where local property taxes are among the lowest in the Nation and the 
schools were closed because voters failed to approve a. levy to provide 
operating funds ("The Day They Had to Close the Schools," C BS Reports , 
January 27, 1970) . . 

81 

For detailed reconnendations for, reform within present state school 
aid systems, see ACIR, Metropolitsn Social and Economic Disparities: Ish - 
plicatibns for Intergovernmental Relatione In Central Cities and Suburbs 
(19.65), pp. 125-126; and ACIR. State Aid to Local Government. Ch. 3 and 

p. 20. . ' " ; ’ : 
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Ferc«.ntage equalisation la one apecific netKod oi elialneting the 
present tie bedreen local vealth end school a pending, but eore generalised 
solutions are possible. One particularly appealing proposal coobines the 
virtues of siaplicity. flexibility and a conplete eliaination of vealth- 
connected disparities in local tax effort and educational spending %fhile 
at the same tine completely preserving local decision-oaking and control. 
This proposal is labeled by its proponents "district poser equalising” ; 




under the proposed system, a district's educational spending Is made a 
function of local effort alone ; ” 

. . .Pover equalising is a cosnitment by the state to the 
principle that the relationship between the effort and the 
offering of every district shall be the same irrespective of 
wealth, and that the district shall determine the effort (with- 
in appropriate limits if the state so desires). ••• Like the 
present system, power equalising contemplates that districts 
will shape and value education differently and, therefore, that 
the offerings throughout the state will differ. Local Incentive 
is stressed to the exclusion of the incoeq>atible value of state- 
wide equality of offering. 

The power equalising plan could be implemented in a variety of ways, as its 
authors suggest. For example, it would be attained if the state simply 
specified a schedule relating local tax effort and school spending levels. 

To the extent that any district's revenues at a given tax rate do not match 
the corresponding scheduled expenditure amounts, the state would make up 
the difference in cases of shortfall or require payments to the state In the 
event of excess local collections. Therefore, no deviations from the tax 
rate-expenditure schedule would be possible. All communities would be free 
to decide how much to spend on their schools, and those with low valuation 
per pupil would suffer no disadvantage. The state could specify a tax rate- 
expenditure schedule of any form at all, e.a . it could provide strong in- 



^^Coons, Clune and Sugarman, Private Waalth'and Public Education , Gl. 6. 
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centivcfl for spending up to sose level end revard additional spending beyond 
that level with relatively less assistance froa state funds. 

Current trends suggest thats short of any c^niprehenalve refomi It Is 
likely that states will choose to sake their present eyeteas aore "sophisticated," 
as aany have begun to do, by adding Increasingly conplex weighting pro- 
cedures to reflect differences aaong districts In fiscal capacity, non- 
educational spending burdens, and educational needs, A detailed plan for 
reforming state school aid and eliminating conninlty disparities In 
educational opportunity has been proposed by the ACIR,®^ Ihe four-part 
plan consists of (1) a "Basic Program" to provide a alnlmum per pupil 
spending level, financed by county-wide property taxes on an equalized 
base, supplemented where necessary by state funds and redistribution of 
excess local collections; (2) w "Educational Improvement Program" for 
expenditures up to twice the minimum level, with state aid. supplementing 
local revenues on a strongly equalizing basis; (3) a "Special Educational 
Needs Program" guaranteeing state aid to pay the coats of legitimate 
special spending requirements and (4) state assistance to districts with 
below average equalized valuation per pupil for the purpose of partici- 
pating In certain Federal programs requiring local funds. 

Such a program has considerable appeal. To be effective. It would 
require a generous state aid comltment; without sizable Increases In state 
funds, even the most excellent modification of existing state aid programs 
would fall to yield significant equalization. 



®^ACIR, "Flacal Measures for Equalizing ] 
Economically and Socially Deprived Children," 
Program (1967). 



'Flacal Measures for Equalizing Educational Opportunities for 
ind Socially Deprived Children,". In 1968 State Legislative 
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Coniolidatlon of Small Dittricf ■ Diaparitica in achool diatrict 
wealth (equalized valuation par pupil) tend to be greater the saaller the 
size of the districts. Consolidation of small districts not only promotes 
more efficient operations but also reduces variation In local tax effort 
and school spending levels since needs and resources are ordinarily more 
homogeneous across jurisdictions encompassing larger geographic areas. 
Political resistance to district consolidation steins partly from obvious 
selfish motives: if two districts merge the operation and financing of 
their schools » the wealthier district residents might expect some increase 
in their ova tax rates as some of their resources go to. support education 
of their less prosperous neighbors* children. This is a particularly 
ticklish problem because wealthy suburbs have in many cases gone to great 
lengths^ through restrictive zoning and other practices, to create low- 
tax enclaves. States may offer financial incentives to promote consolidation, 
but at the same time school aid systems as presently constituted tend to 
perpetuate small districts. If a state is to make much progress along this 
front, it nay be necessary to compel consolidation. Disparities in public 
school finance are aggravated by the existence of numerous small school 
systems in the New England states. Here the problem is complicated because 

of the relatively large number of **dependent** school systems operated as 

84 

adjuncts of town governments. 

^^See U. S. Bureau of the Census, 1967 Census of Governments, Vol. 1, 
Governmental Organization (1968), pp. 3-4, 6 and Table 13. In Hawaii, all 
schools are state-dependent the state government assumes full functional 
and financial responsibility; this is consolidation carried to the ultimate 
level. In Maryland, school systems are all adjuncts of county government. 

The dependent situation of many New England schools creates problems in 
myking financial comparisons because municipal governments provide some 
services that would otherwise be charged explicitly to the schools. See 
Massachusetts Advisory Council on Education, Massachusetts and Its Support 
of the PiibUc Schools. MACE Report 1-67 (1968), pp. 20-24. 
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BroadtnlnE tht GidttwMc Baic of PropirtyTai Support . Any geographic 
exponaion of- taxing dlatricta vould aacliorata the prtaent Incqualitica In 
Bchool tax rates and spending levels that stem free disparities in local 
wealth. Hovcaent to county-vide or regional taxing districts vould proaote 
nore equitable school finance, and local control could easily be preserved 
within such a Bystem. An sreavide plan could be laplcaanted by setting a 
unifom tax rate to finance a target per pupil spending level and peraltting 
localities to lapose suppleaentary taxes to undervrits a program above the 
areawide standard. This approach to equalization has particular appeal as 
a means of reducing disparities within metropolitan areas. 

Broadening the property tax base to encompass the entire state, as in 
Models I and II analyzed above, would of course produce even greater equal- 
izing effects. Historically, the states have yielded, the property tax base 
to local governments, but it is within their power to reclaim it for such a 
program. The plan vould resemble a foundation- type program with a target 
spending level guaranteed and financed through redistribution according to 
need of the revenues genersted by a uniform local tax rate plus supplementary 
state funds. The degree of actual equalization in the final result vould * 
depend on the level of the equalized spending target and the nature of provisions 
for state aid to districts that spend more than the program amount. If the 
equalized program level is too low, or if the redistribution procedure fails 

85 

For description of s comprehensive plan to Isplament this approach, 
including draft legislstion, see ACIB, 'Metropolitan Educational Equal- 
ization Authority," in ACIR State Leaislativs Prosram^new Proposals for 1969 
(1968) . The. ACIR has slao recoiBanded steps that the Federal government 
could take to encourage and sssist metropolitan edueatioiuU. arrangements; 
see Fiscal Balance... . Vol. 2, pp. 11-12. 
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to account ndequntnly for dlffartntial noadti tha aqunlliatioa objoctivo 
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%rlll ba coaproslaed. 

State-vlde property tax financing hna bsan proposed In aeveral atataa» 
including Vaxsont and Mains. Tha specific proposals differ considerably 
In detail* but all would offer algnlf leant gains orar tha preaaht systena. 

A atate-vlde property tax plan haa bean proposed for Michigan by Governor 
Milllken as part of a cosprehanalve refom program for tha public school 
syatea. Under this proposal* tha ate te would datarnlne reaaonable operating 
costa for the public schools and would pay lOOZ of the bill for each school 
district* supplementing tha property tax yield with funds from general 
revenues. Local districts would be permitted to levy property taxes for 
supplementary spending* and the state would provide generally equalising 
aid for this purpose* but additional spending financed by this means would’ 
be strictly limited.®^ 

An Interesting compromise suggested for Ohio (but not adopted) would 
represent a major advance but Illustrates the tenacity of the advantage 
accruing to wealthy districts. Spending would be equalised up to a fairly 
hl^ level* and equalising grants would be provided to support supplementary 




spending by districts , up. to an "average" level of wealth. Richer than 
"average" districts* while not qualifying for supplementary grants* would 



^See "Beyond State Aid*" speech delivered by former Vexmont Governor 
Philip H. Hoff* January 30* 1968* in support of H.S3S; and Charles C. Sutton* 
"Plan Would Aid Poorer. Sch^ls," Portland (Me.) Press Herald , December 11* 
1968. An early proponent of statewide property tax financing was Lynn A. 
Stiles of the Federal Reserve Bank of Chicago. 

^^See Cltlsens Rasserch Council of Michigan* "dialysis of the Governor's 
Educational Reform Propoeala*" Memorandum Ho. .213 (Hoveaber 1969). Tha 
Michigan proposal is based larg^y on the work of J. Alan Thrmee; see his 
report School Finance and Bdueaticn^.Oppette m ltv in m tfil ia n . CLanming; 
Michigan Department of Edneation* 196t) and "Mmdsmtiing Steti School Finmnea 
Progrims: A Stata System .to Equallas the IMstrihotion. of ilfucatioa^'^liL. . 
Interdependence in Srfiool Pinance».*> . pf . 36-41 » 





retain an advantaged position because they could still raise any amount of 
additional dollars per pupil at a lover tax rate than the district of 

QQ 

"average" wealth. This type of compromise nay be necessary to obtain 
political approval' of a reform proposal. Even with constraints more damaging 
than this one« a state-vlde property tax scheme would yield substantial 
equalisation benefits. For example* the modest plan proposed for Vermont* 
if enacted* would have reduced the ratio of maximum to minimum effective 
school tax rates from a factor of approximately 34 to a factor of 3. 

Once a state-vlde property tax plan Is adopted* the prospects for general 
relief of local property tax burdens would be enhanced;, this could be 
achieved over time by gradual Increments In the state share of program costs* 
with uniform reductions In local tax rates. The plan would capture revenues 
from property values now locked up In low-tax enclaves and would have positive 
side-effects* for example* in rationalizing land-use patterns: a move to 
state-vlde (or* generally* areavlde) property taxation "could shrink to the 
vanishing point the 'leverage effect* that Increments to the tax base can 
exert upon property tax levels* and by this means virtually eliminate in- 
centives to Influence the landscape with an eye to taxes and school enrollments. 

State Take-over of Public School Coats . There Is trldespread support 
for state assumption of a much larger share in total public school expend- 

®®This Ohio proposal is described In Wise* Rich Schools, Poor Schools , 
pp. 204-6* citing Stephen K.. Bailey* ^^.* Achieving Equality of Educational 
Opportunity , (report for the Ohio Foundations* Hay 1966). 

®^Lynn A. Stiles* "Relative Federal* State* and Local Responsibility 
In Education*" In Federal-State-Local Fiscal Relationships * p. 226. 
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Itures, particularly ao a means of easing the urban financial crisis.* In 

Havaii, where the usual tradition of local school support never existed, 

the state exercises full functional and financial responsibility for schools* 

A more modest plan, which would call for complete state financing of public 

education while retaining local policy-making and control, was advocated by 

91 

James B. Con ant in 1968 and has won widespread support among educators.^ 

Conant argued that ^^public education in the states would be greatly improved 
if educational decisions at the local level could be completely divorced 
from considerations of local taxes." His proposal was "radical" in that he 
recommended complete elimination of local tax support for schools and he 
recosanended state financing through broad-based taxes rather than the property 
tax. He argued that severing the tie between local control and local 

finance was not only desirable but even necessary to insure provision of 

93 

public education at a high standard. 

The goal of complete state assumption of financial responsibility for 
schools has already been approached in North Carolina, Delaware, New Mexico 
and Louisiana (in addition to the unique case of Hawaii). Substitution of 
broad-based state taxes for local school taxes has great appeal in terms of ’ 
overall equity in state-local tax structures. In supporting this proposal, 

^^See the statements by a panel of urban experts in "Financing Our 
Urban Needs," Nation *s Cities (March 1969), pp. 30-32. 

^^Conant presented his proposal at the 1968 meetings of the Education 
Conmission of the. States. Attitudes revealed by a poll of school administrators 
are reported in "Conant State Finance Plan Gets Qualified Approval." Nation’s 
Schools, Vol. 83 (January 1969), pp. 70-71. 

92jajnes E. Allen, Jr. , "The State, Educational Priorities, and Local 
Financing." Integrated Education, Vol. VI (September-October 1968), p. 56. 

^^"For many years, ! advocated, local f inancing . as , a necessary assurance 
of local control. I have now reversed. my position. I have come to believe 
that the financing of the education of our American children is too import- 
ant to be left to the mercy of local electorates"— "Conant Comments on this 
Month's Poll." Nation ^8 Schools . Vol-.* 83 (January 1969), p. 71. 
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tha ACIR notM that 

Budgatary conaidaratlona may dlctata a aoaairhat gradual 
rather than laaediatc aubatitution of Stata tax dollara for 
local property tax rccelpta. Hovavart thara la avldanca to 
auggaat that parhapa aa many aa 20 or aora atataa could aaaume 
raapoaaibility for aubatantlally all public achool financing 
If they made aa Intensive uae of personal Incoow. and sales 
taxes aa the **heavy-uaer States" nov aaka on tha average* 

Whan vleved alongside the potential decreaaa In tha local 
. property tax» State assumption of financial reaponalblllty 
loses Its Idealistic cast and takes on the appearance of a 
raallatlc and equitable readjustment of the total tax burden.^^ 

The local property tax would remain as the dominant revenue source for 
local non-*aducatlon services, and for whatever achool "enrichment" such a 
plan might permit to local districts (the ACIR proposal- would strictly 

local supplementation to a maximum lOZ of state outlays, a comproalaa 
In contrast to Conant's complete prohibition) . Relatlva relief would there- 
fore ba greatest In jurisdictions with low proportions of non-educatlonal 
to total local expenditures . a plan to right the balance eoMwhat has 

been proposed and has received prestigious support; this plan calls for com- 
bining state assumption of educational costs with Federal take-over of welfare 
costa. This scheme would release substantial state funds that could be used 
to support education and would focus additional local tax relief In the core 
cities, where relief Is most urgently needed.^^ 



®^ACIR, "State Financing of Public Eleaentary and Secondary Schoola," 

ACIR Stat e Legislative Program— New Propoaala for 1970 (1969). 

an exaaple of the quantitative relief that would result town by 
towti see calculations based oh a proposal for Masaachusatts, In HilllSB 
Cooper and William Greenwald, "State School Takeover Would Shift Taxes 
Spectacularly," Boston Sunday Herald Traveler; September 1, 1968, Sec. 1. p. 33. 

96 

ACIR, Stats Aid to Local GovsmmSht : and Mabal Valksr, "Financial 
Raaponsibilit y fo r Education and Welfare," Tax Inatitute of America, Tax 
Policy, Vol. XXXVI (April 1969). The ACIR report contains calculations re- 
garding the fiscal feasibility of such a system (Ch. 2). 
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Pcderal Block Crantt for Public Education . Over the paat £tw yaartf 
Congreaa has shown Incraaalng Intaraat in Federal "block" grants to the 
states p in the fora of either conpletely general purpose grants or untied 
aid for broad functional categories. Several "Tax Sharing for Education 
Acts" have been proposed p reflecting concern specifically for Increasing the 
Federal contribution to public education. In early 1967, the "Qule asend- 
sentp" which would have cotiverted the entire eleiMntary and secondary 
education program to a block grant basis, was Introduced but failed to pass. 

Hearings were held recently bn a broad new proposal for general educational 
aid, "The General Education Assistance Act of 1969," a bill sponsored by 
the NEAi^^ Advocates of this proposal Identify several desirable features: 

It would be slBple to administer; It would not Involve an Increase In 
Federal control over local school operations; and It would focus Federal 
money on aid' to local school budgets. Funds would be allocated in two parts. 
"Basic grants" would be distributed to states on the basis of school-age 
population,' and this money would be supplemented by "equalisation grants" 
allocated according to the proportion of "low-income" students in each state. 
Approximately one-third of the total funds would be devoted to this latter 
explicitly equalizing provision; this feature of the bill yields very sub- 



^^See the sumary of proposals In Haureen McBreen, "Federal Tax Sharing: 
Historical Development and Arguments for and Against Recent Proposals," 
Revenue Sharing and Its Alternatives , Vol .11# pp» 730—735. 

^®H.R. 10833. For arguments In support of the bill on pertinent 
statlstlMp '' see. George D. Flsc^r, statement cited In footnote 72. 
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stantlal equalltlng effects across states. Providing amounts ranging 
from $114 per pupil in Nevada to $230 per pupil in Miooloslppl, the measure 
would require funding of $7.8 billion. In its support of the general aid 
bill, the NEA argues that categorical programs alone cannot adequately meet 
the pressing needs of public schools* and a massive additional outlay of 
Federal funds is required in order to achieve significant educational pro- 
gress. In the face of recent actual and proposed reductions in Federal 
support of elementary and secondary schools/®® the prospects for new funding 
at the proposed magnitude do not appear hopeful. 

Congress has recognized the dominant position of educational expenditures 
In the, existing and projected total budgets of state and local governaenta. 

To an Important extent, therefore, revenue sharing plans emd general aid 
to public schools are potential rivals for the Federal purse. "In fact. It 
was the absence of any Federal program of general aid for education which 
provided considerable Impetus for the revenue sharing Idea in the early 
1960's."^°l The current Administration revenue sharing proposal would pro- 
vide some aid to public education. Indirectly by increasing state general 
revenues and directly by guaranteeing at least some funds to all local 



The impressive equalizing effect of setting aside a portion of uncon. 
dltlonal grant funds for distribution to low-income states was demonstrated 
by James L. Plummer, "Federal-State Revenue Sharing," Southern Econ omic 
J ournal , Vol. XXXIII (July 1966), pp. 120-126. Uslns 1964 data, pI iwi— .- 
found a correlation of -.274 between state per capita personal income and 
allotment under a revenue sharing plan based on population and tax effort. 
If lOX of the funds are set aside for supplementary aid to the poorest 17 
states the correlation. becomes -.708# 

®Sae ”NEA Ourges Nixon Adminiatration Reneged on Campaim Pledge to 
Nation's Teachers" (NEA Release* November 12, 1969). 

‘ . *, V .. . . . ■ ' 

■^®^llliam H.:; Robinson, "Revenue . Sharing and Creative Federalism— Some 
Perspectives" Federal-State-Local Fiscal Relationshioa . p. 152.! 
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goveriMnt units • In ccmtrast to earlier bills » the Adnlnietretion propoeel 

would have minimal equalizing effects in its allocation among states* Sinca 

the amounts involved (estimated total distribution of $5 billion by 1976) 

102 

would be only a drop in the state-local revenue bucket^ this specific pro- 
posal would not appear to be a satisfactory substitute for increased aid to 
education^ and proponents will certainly continue to press for a bill such 
as the General Education Assistance Act. Several points will undoubtedly 
arouse particular Congressional concern. It is reasonable to anticipate 
efforts to build in revenue maintenance provisions designed to prevent sub- 
stitution of tax relief for educational improvement* and a debate is likely 
on the degree to which funds will be granted unconditionally. Hopefully* 
explicit attention will be given to standards for intra-state allocation of 
funds. 

How Can Reform Be Achieved ? The constitutional and financial responsi- 
bility for provision of public education lies with the state governments* 

The Federal role in public school finance is essentially "ancillary and 
remedial in character* even if crucial and extensive. Action by the 
Federal government to promote eq\ialization between states* or to stimulate 
compensatory programs in areas of particular need* cannot be fully effective 
until state systems are reforoed in such a way that the present dependence 
of local school spending and tax effort on local wealth is broken* Short of 
a perfectly equalizing state system* movement in the direction of ' eliminating 

^^^See Presidential statement and articles in the New York Times * 

August* 14* 1969* pp. 1* 24-25* The program funds would be partly wasted 
because many Ibcal Jurisdictions would receive less than $100 in allotmaata* 
The Administration proposal would require intra-stete allocation of funds in 
proportion to each unit's share in total local revenue raised in the stats— 
with anti-aqualiaing affects. 

103coons* Clune and Sugaman* Private Wealth and Public Education * 
Introduction. The authors* full views on this point are presented in Ch* 7* 
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existing disparities is of course possible by implesienting reforms suggested 
above at the state or Federal level. . However, these would only be piece- 
meal changes unless the state adopts a fully equalising public school finance 
plan such as "pure" percentage equalization. On this score the record of 
the states does hot encourage hope, and it appears likely that legal action 
will be required: 

.. .The pressures for full equality of educational opportunity 
have alvaya been strong; the governments of the states have long 
been urged to fulfill their commitment to' public ctducation. But 
the pressure has always been diver^ted by deft and frustrating 
apolitical compromise that is probi^ly the most that can be expected 
in the absence of Judicial intervention. 

A legal attack on existing state public school finance systems could be 
based on the Fourteenth Amendment "equal protection" clause of the Con- 
stitution. The argument, in essence, would consist. in showing that state 
systems yielding the result that within the state a child *s education depends 
on the wealth of hia conmmnlty arc unconstitutional. Beginning in 1968, 
unprecedented legal actions have been taken against state public school 
finance systems on "equal protection" grounds. None of the suits has been 
successful to date, but it has been argued quite cogently th.^t a case against 
a state system could be won if a proper approach is taken and an Intelligible 
judicial remedy suggested. 



, Ch. 5 

dlscuiilon of the "equal protection" argument applied to public 
school provision, see references cited in Footnote 5 and discussion in Daly, 
The Quality of Inequality. . . . A comprehensive legal rationale and proposed 
judicial remedy are developed by Coons, Clone and Sugariuih in "Educational 
Opportunity. . ." and Private Wealth and Public Bducationa Part. III.! Actual 
court challenges are described in Ibid ., and ACIR. State Aid to Local Covarn- 
ment . pp. 43-44a" 
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ADDENDA 



(1) All the above diecuaeion has been Halted to consideration of the 
public school flnonca problem in Its various guises end the nature of refoxns 
in the system that could positively affect equality of educational oppox ** 
tunity* Of course I achievement of this much broader objective Is impeded 
Jby a multiplicity of non-finoncial problemii os veil, such as Inhibiting 
organisational structures and other inherent rigidities. Many critics of 
present public education have suggested that neir. alternatives are needed, 
that educational opportunity could be> vastly Improved in a system permitting 
a variety of schools to flourish in competition with public education* The 
concept of a competitive education market was originally propounded by Milton 
Friedman* ^08 financing of such systems could be arranged by some fora 

of direct government grants to parents (or to the school of their choice). 

Such a radical restructuring of elementary and secondary education goes beyond 
the context of this study, and the ides will not be pursued further here, 
except to note that it is possible to devise financial arrangements that 



106uj|^ of Government In Education, In R(Aart A* Solo (ed*), 

gad the PtihUc Interesr (New Bnmsvlckt Rutgera Ualyarslty Press, 
1955), pp* 123-144* : See also Kenneth B* Clark, "Alternative Public School 
Svatens." Harvard Educational Revlov . Vol; 38 (Vinter 1968), pp* 100<^113, 
and Chrlatophar . Jencks, "Is ^e Public School Obsolete?" Public Interest * 
No. 2 (Vinter, 1966), pp. 18-27* 
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would provide family payments on a fully equalizing basis. 

(2) It la Intere'iitlng to speculate on the possibility of cumulative 
effects resulting from any significant reform of present school flnaiice 
systems. The literature on the Incidence of the property tax suggests a 
tendency for property taxes to be capitalized and therefore reflected In 
property values. AlsO| many observers have suggested that residential pro- 
perty values tend to be higher, ceteris paribus . In communities where schools 
are known to be of relatively high quality. In a recent cross-sectional 
regression study, Wallace E. Oates reported results that support both of 
these hypothesized relationships: 

. . .Local property values bear a significant negative 
relationship to 'the effective tax rate and a significant positive 
correlation with expenditure per pupil In the public schools. 

The size of the coefficients suggests that, for. an Increase In 
property taxes unaccompanied by an Increase In the output of 
local public services, the bulk of the rise In taxes will be 
capitalized In the form of reduced property values. On the 



107Friedman*s system would provide uniform stipends on behalf of every 
pupil and would, therefore be non-equallzlng, as various critics have pointed 
out. For description of possible financing arrangements on an equalizing 
basis (with respect to family Income) see M. V. Pauly "Mixed Public and 
Private Financing of Education: Efficiency and Feasibility," American 
Economic Review . Vol. LVII (March 1967) , pp. 120-130; Henry M. Levin, "The 
Failure of the Public Schools and the Free Market Remedy," The Urban 
Review. Vol. 2 (June 1968), pp. 32-37; Coons, Clune and Sugarman, Private 
Wealth and Public Education , Ch. 7. Proponents of these systems have argued 
that mixed public end private financing would elicit an Increase In total 
resources devoted to education (see also Wh. Craig Stubbleblne, "Insti- 
tutional Elements In the Financing of Education," Southern Economic Journal . 
Vol. XXXII, Pt. 2 (July 1965), pp. 15-34). Federal legislation to provide 
grants to public or private schools on a per pupil basis has been proposed 
(H.R. 776: "School Children’s Assistance Act of 1969"). Any of the com- 
petitive systems would encounter the still unresolved constitutional 
question surrounding government aid to . private schools ; see >HEA, ’ The Pupil’s 
Day In Court: Review of 1968 (1969), pp. 53-56, and Jacob W. Landynskl, . 
^G^emaental Aid to NonrFubllc^Schools: The Constitutional Conflict Sharpens," 
Social Research . Vol. 36 (Autwn 1969) , pp. 333-356v . 
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Other handy If a conmunlty increases its rates and eaploys the 
receipts to Improve itu school system, the coefficients Indicate 
that the increased benefits from the expenditure side of the 
budget will roughly offset (or perhaps even more than offset) 
the depressive effect of the higher tax rates on local property 
values.^®® 

If equalizing aid to public schools were increased, it seems plausible that 
there would be some resultant tendency for property values to rise in re- 
latively poor communities where school spending levels would rise and local 
tax rates would quite likely fall. Similarly, if a state were to adopt a 
uniform state-wide school tax rate, property values could conceivably decline 
somewhat (at least relatively) in the "rich" towns where property tax rates 
would rise without any necessary offsetting increases in spending levels. 

The magnitude of such effects in the context of reforming public school 
finance systems is, of course, conjectural and would depend on the nature 
of the reform, but any convergence of relative property values resulting 
from changes in the distribution of school tax burdens and spending levels 
would tend to ameliorate total variation in property tax rates among 
commnities within a state. 

(3) It must be emphasized that this report stresses problems in 
existing arrangements for financial support of basic current public school 
expenditures and proposals for reform designed to bring about a more 
equitable distribution of school tax burdens and current spending per pupil 
within each state. Refinements, such as accounting for differences in total 
ability to pay (e.g . adjusting for local governments' non-educational public 
service costs) and differential need for school expenditures i£JL‘ the higher 

^°®WalUce E. Oates, "The Effects of Property Taxes and Local Public 
Spending on Property Values: An Empirical Study of Tax Capitalization and 
the Tiebout Hypothesis," Joum^ of Political Economy , Vol. 77 (November/ 
December 1969), p. 967. Oates' results are based on data for towns in 
northern New Jersey. 
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costs of coapsnsstory sducstioo progrias rsquirsd to effsctivsly equalise 
educational opportunity) have been aantionsd but not analysed in depth. 
While these nattera are. of recognised laportance, the need for fundaaental 
ref on of state, ayateas for financing basic prograa coats is prieary, and 
such refotas would represent an important atep foxward even in the absence 
of fine adjuetaenta. ' Since public school spending looms so large In total 
state and local budgets, improvements In this, sphere would contribute 
significantly to overall equity in state-local public finance. Moreover, 
on non-econoaic grounds there is strong Justification for singling out 
public education as an area of special policy concern. 



^^See for example Coons, Clime and Sugarman, ''Educational Opportunity. 
Pt. VIII and Private Wealth yd Public Bducation ,. Preface nd Pt. Ill,' in- 
cluding their‘"discusaion"'oF"''Tiie~Bqu^^ 
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APPENDIX I 

DESCRIPTION OP DATA AND SOURCES* 

The data for this study have baan provided by the State Education 
Departments of the several states;** In all instancesi the departments 
obtain equalized valuation and assessment data from the appropriate state 
tax authorities; they receive school finance and nenbership data in the 
annual reports submitted by the school districts. Although the forut 
and the detail of these reports vary from state to state, generally the 
detail provided is in sufficiently flexible format to permit the con- 
struction of consistent data-series. 

In order to impose conceptual unity cn the data and to insure com- 
pleteness, we have utilized an accounting framework recommended by the 
U. S. Department of Health, Education and Welfare.*** Tables showing the 
main expenditure and revenue accounts in this framework are reproduced 
on the following pages. We have attempted to view all state data through 
this framework and, if a series appeared to be incomplete or missing, we 
have made appropriate inquiries to the state education authorities for 
clarification. 

The collection and compilation of accurate and detailed data by 
school districts is a relatively recent phenomenon. Furthermore, concepts 




*Thia Appendix was prepared by David R. Swinton and Kathryn L<. Holliday. 

**The only exception is Connecticut, for which most of the data is taken 
from a Connecticut Education Association publication. Even in. this case, 
however, the dataare. derived from state education, department, sources* The 
figures have been check^ against state sources to ensure consistency with 
our definitions. 

***0ffice of Education, Financial Acccwmtins for Local and State School 
Systems , State Educational Records and Reports Saries: Handbook II, OE-22017 
(U.S.G.P.O* , Washington, 1966). Details of the classification system and its 
rationale are provided in this basic source. 
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CLASSIFICATION OF RECEIPT ACCOUNTS 

REVENUE RECEIPTS 

10-40 Series 

10. REVENUE FROM LOCAL SOURCES ; 

11. TAXATION AND APPROPRIATIONS RECEIVED 

11-t. Tsxes Received from School District Levies 
11-b. Taxes Received from Local Governmental 
Units Other than School Districts 

11- c. Appropriations Received from Local Govern- 

mental Units Other than School Districts 

12. TUITION FROM PATRONS 

12- s. Regular Day Schools 
12-b. Adult Education 

12-c. Other Tuition from Patrons 

13. TRANSPORTATION FEES FROM PATRONS 

14. OTHER REVENUE ¥K(M LOCAL SOURCES 

14-a. Earnings from Permanent Funds and Endowments 
14-b. Earnings from Temporary Deposits and Investments 
14-c. Net Receipts from Revolving Funds or Clearing Accounts 
14-d. Rent from School Facilities 

14-e. Rent from Property Other than School Facilities 
. 14-f. Gifts and Bequests 

14-g. Miscellaneous Revenue from Local Sources 
20. REVENUE FROM INTERMEDIATE SOURCES 
30. REVENUE FROM STATE SOURCES 
30-a. State 

30-b. Federal Money Received throu^ the State 
40. REVENUE FROM FEDERAL SOURCES 



60. LOANS. 

60-a. Short-term 
60-b. Long-term 

70. SALE OF SCHOOL PROPERTY AND INSURANCE ADJUSTMENTS 
70-a. Sale of Real Property 
70-b. Sale of Equipment 
70-c. Net Insurance Recovery , 



NONREVENUE RECEIPTS 
50-70 Series 



50. SALE OF BONDS 



INCOMING TRANSFER ACCOUNTS 
80-90 Series 



80. AMOUNTS RECEIVED FROM OTHER SCHOOL DISTRICTS IN THE STATE 



80-a. Tuition , 

80-b. Transportation, . 
80-c. Miscellaneous 






90. AMOUNTS RECEIVED FRW IN ANOTHER STATE 

90-a. Tuition " 

90-b. Transportati.^^ 

90-c. Miscellaneous 
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and definitions used at the state level nay change from year to year and 
new prograns aay be Introduced at the state and Federal levels. Because 
of these considerations and the lanenslty of the data collection taski 
we have concentrated on data for one year Instead of trying to construct 
a consistent set of tine series. We thus endeavor to conplle consistent 
cross-section data for each state In order to IHustrate the In ter- 
district disparities that are the main focus of this study. 

Six basic statistics are derived from the data for use In this 
study. All other measures used are derived from these six basic statistics. 
Their definitions follow: 

Current Operating Expenditures (E) : All regular day school expenditures 

made by the taxing unit on account of residents of the taxing unit less 
expenditures on capital outlay and debt service account. 

State Share (S) : All state revenue contributed for regular day school 

expenditures for residents of the taxing unit being educated at public 
expeiwe less state contributions to debt service and capital outlay 
account. . 

Federal Share (F) ; All Federal revenues contributed for regular day 
school expenditures for residents of the taxing unit being educated at 
public expense. 

Local Share (L) : All revenues raised by the taxing unit to finance 

regular day school expenditures for residents of the taxing unit excluding 

. t ’ . 

revenues expended on capital outlay and debt service account. 

Resident Meafeershlp (M) : The total number of resident pupils enrolled 

In regular day schools for whom, the taxing unit la financially respon- 
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slblc,* 

Equaliged Valuation (V) ; Generally, the full market value of all taxable 
property within a district as determined by the state tax authorities. 

The first five statistics are all defined on a regular day school 
basis. This excludes expenditures on adult education, special manpower 
programs. Junior colleges, and other "irregular" programs. Included 
are expenditures on pupils enrolled for school during regular school hours 
and in "regular", school programs. This includes normal elementary and 
secondary programs, vocational school prograsis (If operated locally) , 
"special" education programs (programs for deaf, mentally retarded, etc.) 
and in some cases sumner school programs. This, restriction on the data 
is made because we are interested in deriving statistics for' the normal 
education programs for resident school children. Furthermore, the 
incidence of "irregular" or extra programs across districts is uneven 
and data are not always available for these programs at the school district 
level. We have also defined these statistics in terms of pupils whose 
education is. "paid for. by the taxing unit." The effect of this restriction 
is to eliminate data for private school pupils and pupils educated at: 
the c^ense of some other taxing unit. 

The school financial statistics utilized in the study exclude capital 
and debt service charges so that these "current operating" figures are 



. ,^e have iised enrollment figures i in this study whenever possible 
(instead of the customary attendance or average me^erahip. figures). 
School budgets are considered more closely related to enrollments than 
attendance. Furthermore, data is not generally available to derive 
resident basis average daily me^ership or attendance figures. We also 
note that enrollment figures are likely to have a higher inter- and 
intra-state consistency than attendance figures. 
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not total cost figurss* Currant operating atatiatics lira uaad inataad 
of total axpanditura figuraa in order to avoid, the di'atortiona caused by 
the uneven distribution of capital and debt aarvice axpansaa acroas 
districts in any given yonr* Furthereora, it ia not possible in all 
cases to separate capital outlay from debt service expandituraa» and 
almost never poaaibla to aeparate capital and debt aervica revenuaa at 
the state level* The current operating axpenditurea concept provides a 
relatively undiatorted baaia for inter-diatrict compariaona* While it 
is true that current operating statistics will vary «&ong districts partly 
because of local peculiaritiM thcaa local pecuHari ties are most likely 
a more or leas panaanent feature of the educational finance picture and 
as such should be preserved by our statistics* 

In the framavork of the Office of Education handbook mentioned ' 
earlier, total current operating expenditures mould be defined as follovs: 
10 

E iOO Series + 1400 Series (+1100 Series)* 

i-1 

In practice, the 1100 aeries is sometimes partially included 
because it cannot alvaya be eliminated* Our intention is to exclude 1100 
series expenses (expenses for community services) yhenever possible becsuse 
they are not considered a part of a "normal" regular day school program 
for public school pupils** 

*Cammunity services are "additional responsibilities dalagated to 
the schools over and above their primary function of providing education*" 
Office of Education, op* cit *> p* 128* . ’ 
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Using the formula Indicated above total current operating expenditures 
are easily calculated» for In swat Instances the expenditure accounts are 
sufficiently detailed to permit application of the formula. 

It Is not always so easy to obtain the revenue accounts on a current 
operating basis although clearly It la desirable to do so for purposes 
of symmetry. Generally, total operating revenues cannot be directly 
derived from the financial accounting- framework. The states do usually 
divide their state aid between capital outlay and debt service and other 
aid, however^ and It Is possible to obtain total state aid for current 
operating purposes by separating the two elements, 

S - Total State Aid - State Aid for Capital Outlay /Debt Service 
It Is not possible on the basis of the available data to separate 
local revenues into "current operating" and capital outlay/debt service 
components. However, we derive a figure for local current operating 
revenues by deflivlng total current operating revenues (R) as the sum of 
aitate. Federal and local revenues for current operating purposes « 

R - S + F + L 
and defining 
R - E. 

Therefore, by definition, 

E - S + F + L, 

and local revenues (L) can be derived on a residual basis as the difference 
between current operating expenditures and the sum of state and Federal 
revenues, as defined above, lt^e_. . 

L - E - S - f; 
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Local revenues defined In this way thus do not correapond to any identifiable 
revenue categories in the usual accounting franework; even though local 
revenues nay be detailed by type of receipt they ere not ordinarily ear*- 
narked for any particular category of expenditure. . 

Federal revenues (F) as defined in this study . include all Federal aid.* 
No deductions are nade f roe total Federal revenues to reflect Federal aid 
for capital outlay or debt service. Thus* the Federal contribution in- 
dicated by our figures Is. not on a strictly coaparable "current operating" > 
basis to the extent that it Includes soee revenues used for capital out- 
lay or debt service expenditures. This element of inconsistency Is 
inevitable because It Is not possible to distinguish at the district level 
Federal revenues contributed for operational and capital/debt service pur- 
poses. We know that In fact many Federal aid programs include some provisions 
for construction or purchase of equipment. However^ the share of Federal aid 
to construction and purchase of equipment Is generally a small part of total 
Federal aid. According to , the "Special Analysis J" of . the 1970. U. S. Budget, 
Federal support of facilities and equipment spending was only $155 million 
out of a total of $3,694 mlUiop in aid to secondary and elementary, schools 
for the U. S. as a %rhole for FY 1968. Furthermore, the effect of the dis- 
tortion in the present analysis is mitigated by the fact that total 
Federal aid comprises a small portion of total revenues available to 
the average taxing unit. . ■ 

For these reasons we expect ths/bias Introduced by this procedure ■ 
to be saall. Since L « E - S - F, the direction of the bias ia clear. 

As derived in this study, F la clearly larger than the true "F*' when 

*It has been possible to. eliminate PL 815 Aid to Impacted Areas, 
because of the very few Instances In which It Is granted, and because It 
is solely for construction purposes only. 
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ther« is significant Federal aid to construction or equipment spsnding. 

In such cases an upward bias occurs in the'Faderal share* If F la largSi 
L Is reduced correspondingly; and a downward bias In L results* 

Since R - E - S + F + L, the stete. Federal and local revenue figures 
derived for this study actually represent funda contributed by each level 
of government to finance current operating expenditures (E) as defined 
above* In other wordSi S represents the share of current operating ex- 
penditures paid out of state revenues, and L and F represent the local 
and Federal contributions* For brevity, S, L and F refer below to state, 
local and Federal shares respectively* 

We have enphasized the concept of residents in all of our definitions* 
This concept is not always straightforward: educational statistics are 
generally reported on the basis of school districts which may educate 
children who are not residents of the district* When this is the case 
the school district normally reports total expenditures and receipts. 
Including amounts expended and received on account of non-resident students* 
Therefore, current operating expenditures as reported typically include 
expenditures for residents (E^) plus expenditures for nonresidents (E^) 

Reported E ■ + E" 

Slailerlyt total receipts as reported include* receipt* both on account 
of resident* (R>^) and nonresident puplla (R")l In order to obtain figure* 
on a resident ba*i* for this study, adju*ta*nt* are naseaaary in both the 
expenditure and the receipts side* of the reported accounts. The genaral 
case in which the school district data auat be adjusted to take. account 





of non-r«tld«ncy la one of che taxing unit sending soae or all of its 
studenta to schools in another district and paying tuition^ and/or providing 
schooling for pupils from another district and receiving tuition. In 
order to obtain a figure for a taxing unit's current operating expenditures 
for ita resident pupils^ the basic figure iS| of coursei the taxing 
unit's expenditures on schools that it operates. The relevant expenditure 
figure on a resident pupil basis is derived by taking this figure plus 
outgoing tuition payments (expenditure series 1400) less incoming tuition 
receipts (60-90 series in the receipt accounts). 

This treatment of tuition payments creates several, problems. One 
is that actual tuition payments may be used to some extent by the receiving 
districts to pay for non-current expenses (capital outlay and debt 
service). Ideallyi it is desirable to make the necessary adjustments 
repreaenting only the fraction of tuition payments, that is used for 
operational purposes. This is not possible, however » because data are 
not available to make such fine adjustments; but the bias (if any) intro- 
duced as a result is not expected to be very large* In practicei tuition 
charges are usually relatively fixed and therefore do not fluctuate freely 
with capital expenditures* To the extent that tuition charges are a re- 
latively fixed ordinary cost or receipt of the taxing unit they should 
properly be reflected in any measure of current expenditures receipts on 
a resident basis. If in any specific case tuition charges include soma 
amount for extraordinary capital expenses, the resulting current expenditure 
figures will be overstated somewhat for the paying district and understated 
for the receiving district* 
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Another possible problem 1^ introduced by the fact that outgoing 
tuition payments are caauaed In the adjustments to repreaent actual total 
current expenditures for resident pupils educated in other achool districts . 
This assumption nay be violated in practice. ?or example, if the tuition- 
receiving achool district receives state or Federal aid on the basis of 
its total enrollment (i.c. , resident and nonresident) it is clear that a 
portion of the aid funds Involved is expended on nonresident pupils. If 
this situation exists, to a significant extent it is clear that outgoing 
tuition payments understate total expenditures on resident pupils of the 
tuition -paying district* This same situation would lead to an over- 
statement of the state or Federal shores in current expenditures for 
resident pupils of the receiving district. Because appropriate dots again 
are not available, it is not possible to make the necessary adjustments* 
However^ the distottlon does not appear to be very significant in quan- 
titative terms. 

The participation of local taxing units in reglcxnal or conoolidotsd 
school systems necessitates special adjustments in' reported school district 
figures* In thestf cases, expenditures and rsceipts of the regional school 
districts are allocated among the constituent towns where pupils attending 
the regional schools reside* Just as current expenditures of non-rcgional 
districts are broken down according to source^ of funds, an analogous ex- 
pression for regional systems is: 

E - L + S + F 
r r r r 

In flu)8t cases regional district figures can be obtained directly 
from published sources* The problem is then to allocate regional district 
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exptndlturtt (E^) and receipts and F^) awmg cha constituent 

locsl taxing units (towns). This sllocatlon Is accomplished on the basis 
of ssch constituent taxing units "proportionate share" In the district's 
totsl receipts • For purposes of expositions a given taxing unit's pro* 
portlonats share of the three rsgloosl district revenue figures la 
designated F^S^t F^F^ and Ihs amount of a regional district's 

currant expenditures (E^) attributable to resident pupils of a given 
taxing unit (l»e. , the taxing unit's proportionate share In expenditures 
by the regional district, designated P^E^) , Is then derived as follows: 



The factors of proportionality, P^, and P^, are generally baaed 
on ratios of equalised valuations, assessed valuations, locsl tax revenues, 
me^srshlps or some other measure, depending on district and state 
practices. The proportions have been detexslned In accordance with these 
prsctlcss when known. When the particular practices are unknown, or 
Inapplicable, the proportions reflect data availability and conceptual 
correctness. P^ lo defined to equal the constituent taxing units pro** 
portlonats share of total sMmbershlp In the regional district whenever 
the necessary figures axe unavailable. 

In cases of taxing units that both participate In a regional district 
and operate some schools of their own (e.x* local elemintary schools and 
a regional secondary school), expenditures and revenues allocated to them 
as a result of their regional district participation are elaply added to 
figures separately available for the schools that they operate themselves* 

A special case should be noted at this point: 



Ps^r - ^ Pf^ Pl^r 
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School Adalnlotrotlvo Dlotrlcto (S.A.D.'o) In Halno mrm not trootod m 
regional ochool dUtrlcto In thle etudy but ti Mparate taxing unite. 

This procedure ie followed beceuaa ell the ichoole attended by pupila 

- 1 

reaiding in the conetituent towna are operated by the S.A.D. 'a, nd the 
towns (at the tiae of our date) all peid the em effective tax rets on 
equalised vsluatione. Furthemora, the available etatiatica are aggregated 
at the S.AiD. level. Ve could not obtain the information nacaaeery to 

dieaggragete thie date. 

Aa described above in detail, the expenditure figures (and the re- 
sultant shares contributed by atata. Federal and local government) used 
in this study are defined on a currant operating basis, excluding capital 
outlay and debt eervice expenses. The difficulty, believed to be a minor 
one, caused by inability to deduct non-current items from the Federal 
share (F) hae already been diecusaed. A more general difficulty effecting 
interstate compariaone mist be noted et this point. The local ehera (L) 
is derived on a reeidual basis, and, aa a result of the procedure employed 
in this study, excludes axpandituras for capital outlay and debt eervice. 
The magnitude of L, however, ie affected by the distribution of total atete 
aid between current and non-currant aid progrsaa. Thus, if a particular 
state tends to give a relatively large portion of ita total a^ool aid in 
the form of aid to noo-current axpandituraa , the etata share (S) aa defined 
in this study will be reduced relative to the level that would result if 
ita overall school eid program placed a heavier eaphaais on aid for current 
operations. Cleerly the individual district ie helped Just as much by a 
fixed amount of stats aid funds, ragardlaaa of how that total amount is 
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•plit b«tvMn eurr«nC and non-currant apandlag** BuC» ona nuac ba vary 
of intaratata conparlaona of ralaC^va atata» local and Padaral aharaa 
alnca thaaa figuraa do not raflact tha ralativa aharaa of atata aid going 
to capital outlay/dabt aarvlca axpandituraa. 



*Ihia it trua aa long aa tha diatrict.haa to pay for tha aldad 
functiona out of Ita oim foada if tha atata doaa not contrihuta. To 
tha axtant that tha atata aid ngy hava atinalatad diatrlct aapandlturaa 
which would otbazwiaa not hanra baan undartakan or which ara of a lovar 
priority than unaidad aapandlturaa tha aituation baconaa Mra coaplicatad. 
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Sourc— and Coapilstion Proctdur«« 

Folloving la a briaf daacription by atata of tha aaln aourcaa of 
infonution and tha procaduraa utilliad to calculata tha atatlatica of 
thia atudy. Unlaaa otharvlaa indicatad^ all of tha aourca utarlal coaaa 
froa tha varioua atata Dapartaanta of Education. Tha procaduraa uaad to 
coapila tha atatlatica ara baaad on tha coocaptual catagorlaa aa outlined 
In tha flrat part of thla Appendix. 



f 
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CONNECTICUT 

Part I - Data Sourcaa 

Docyynt - A printed report titled "Ucal Education Finance 1967-68" 
and publlahed by the Connecticut Education Aaeoclatlon* The document 
preienta Information In tabular form concerning local taxea and educational 
flnince for the achool dlatrlcti* 

Docuatnt 12 - A mimeographed ehect titled "State Grant Paymenta Made • 
During School Year 1967-68." Thle document from the Connecticut State 
Depirtment of Education provide! a breakdown of the State eld progrw. 

Source 13 - A collection of Information derived from Itema of the achool 
dletrlct '.mporta on file %rlth the State Department of Education. The 
Inforaatlon includee an analyale of memberahlp flguraa for regional 
achool dletrlct a and a breakdown of regional revanuea for current operation 
from sourcee other than member town aaaeeamente. 

Part II - Compilation Procedure! 

Current Operating Expenditure! 

(a) Unefflllated Tovna 

Thla atatlatlc la obtained from Document #1, Table II, "Total 
Currant Expenditure! for Day School (Leaa Tuition)." (The aounta aa 
given Include auMer achool tuition.) 

(b) Affiliated Towna 

Current Operating Expenditure! ia the ata of the Locel, State, end 
Federal Sherea for each town. 

State Shere 

(a) Unaffiliated Tovna 

Thla atatlatlc la derived by aubtracting the amount! for vocational 
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and for vocational agriculture In Document 12, from total atate aid, 
given In Docimient #1, Table II, "State Granta." The balance la the atate 

ahara. 

(b) Affiliated Tovna 

The atate ahare for affiliated tovna la the aum of (1) the atate 
ahare figure for the dlatrlct operated by the tovn, and (2) the tovn'a 
part of the regional figure for atate ahare. The former la derived In 
the sane manner aa for the ttnaf filiated tovna. The latter la derived 
from Source #3 and la checked agalnat the Information of Document 12. 

The regional ahare la divided among It a membera by multiplying the total 
amount by a ratio of the to*m'a puplla In nenberahlp of the regional 
dlatrlct to the total regional dlatrlct nemberahlp. 



(a) Unafflllated Tovna 

This la the aet of figures from Doctnent #1, Table II, "Federal 
Granta." 

(b) Affiliated Tovna 

This atatlatlc la the axaa of (1) the Federal ahare for the dlatrlct 
operated by the tovn, and (2) the tovn'a portion of the regional Federal 
ahare. The former la derived aa above for unafflllated tovna; the latter 
la obtained by applying the ratios used to calculate the division of the 
regional atate ahare to the figures for regional Federal ahare from 
Source 13. 



(a) Unafflllated tovna 

The Local Share la derived on a residual basis aa the dlffarence 



Federal Share 



Local Share 




betvten Current Operating Expenditures and State and Federal Shares* 

(b) Affiliated Tovns 

This figure is the sum of (1) the local ahare for the district 
operated by the town (calculated according to the procedure for unaffiliated 
towns), and (2) the town's portion of the regional local ahare figure. 

The regional local share Is the residual froa Source I3> having sub- 
tracted state and Federal revenues and regional asaessnenta of neaber 
towns for operational purposes froa the regional current operating ex- 
penditures. The residual is divided among oenber towns on the basis of 
aeabership ratios as above. 

Equalized Valuation 

For all towns this figure appears In Document #1, Table I, ”Met 
Grand List (1967)” adjusted by the "Assessor's Percent" of the saam table. 

Resident Metabership 

For all toms this statistic is taken from DocuMnt #1, Table II, 

"ADM 1967-68." 



o 
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MAINE 

Part I - Data Sources 

nnrmapn t 11 — A copy of a computer printout containing a breakdovn of 
expenditures by school district. Ejcpenditures are classified according 
to function and are distributed among elementary » secondary » adult and 
suaner school programs. 

Document 12 - A copy of a computer printout listing revenues by school 
district. The dsta is classified by source and aggregated by local 
appropriations! state funds and other sources. 

Document #3 - A computer printout titled "Federal Subsidies, School 
Lunch Program, Maine 1965-66." This document shows amount of Federal 
aid received by districts for School Lunch and Special School Milk 
programs. 

Document #4 - A pamphlet series titled **Maine School Statistics," copies 
for January 1967 and for July 1, 1966-June 30, 1967. The statistics 
include an analysis of expenditures and state aid programs and data on 
equalized valuations and resident memberships. 

Source #5 - Copies of ledger entries provided by the Maine Department of 
Education giving information on the distribution of Federal add under 
the Elementary and Secondary Education Act (ESEA), Titles I and II* 

Source 16 - Special information supplied by the Department of Education 
regarding resident enrollments for certain member towns of school administrative 



districts 
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Pftrt II - Coapilatlon Procedures 

Generel note: The School Adalnlitretive Dlitrlcts in Heine ere ' 
t rested here ee individual taxing units; their receipts and expendlturee» 
then» ere not elloceted to the tovne which coaprise thex. Thie procedure 
is followed beceuee the data to aeke e finer enelysis is not readily 
available. In eddition» this treetsent aey be Justified by the feet that 
all of the meaber towns within a particular S.A.D. have the aeae equalised 
tax rate at the tlaa of this writing. 

Those regional districts that do not behave as the S«A.D.'a with 
respect to the tax rate are not included in this study. Maine, therefore, 
has only one coxpilation category instead of the usual two. 



Pros Docua en t #1, total expenditures for elcaentary and secondary 
education are susaed, excluding covunity service, capital and debt 
service accounts and balance itcas (accounts Hxxx, 12xxx» 13xxx, 19xxx). 
Frox these suu are subtracted incosing transfer receipts (accounts OOSxx 
and 00310) of Docuaent #2. Aaounts are added for: (1) Federal aid to 
School Lunch and Special Milk progress, froa Docuaent #3, and (2) funds 
for ESEA, Titles I and II, froa Source #5. The resulting totals are 
Current Operating Expenditures. 



The aua of state aid for current operating expenditures represents 
the State Share statistic. Revenues froa the state are listed in 
Docuaent 12, accounts 032x, 0371, 0373 and 0390. 



Current Operating Expenditures 



State Share 
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Federal Share 

The Federal Share is derived aa the aus of (1) revenues fros 
Federal sources of Docuaent #2 (accounts 04xx); (2) funding for School 
Lunch and Special Milk prograas, Docuaient #3; and (3) aoneys received 
under ESEA Titles I and II, Source #5. 

Local Share 

The Local Share is derived on a residual basis as the difference 
between Current Operating Expenditures and State and Federal Shares. 

Equallaed Valuation 

The appropriate figures appear In Document #4, Section 1, 

*'State Valuation 1966." / 

Resident Meabershlp / 

This statistic is the sus of eleaentary and secondary enrollaent 
figures fro* Docuawt 14, Section I. "April 1st Resident Enrollaent 1966." 
NOTES: 

1. The towns of Deblois, East Plantation, ElliottsvlUe 
Plantation, Grand Falls Plantation, and Kingsbury Plantation have been 
omitted from this study because they had no enrolled pupils during the 
year of interest. 

2. The following towns are not Included in the study because 

they belong to regional school districts: Boothbay, Boothbay Harbor, 

px^anklin, Gouldsboro, Sorrento, Steuben, Sullivan, and Winter Harbor. Data 
for regional school districts Is insufficient to define statistics for 
their acaber towns consistent with those of other towns* 





/ 
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Part I “ Data Sourcaa 

Docutnt II - A printad rtport tltltd **Annual Rtport of tha Dapartatnt of 
Education for tha Taar Ending Juna 30, 1967 - Part Ilf Sactlon This 
docuaant containa aavaral tables of particular intaraat: 



Tablet If II and 111: anrollaant and attandanca data 
for regular day school and • pedal and vocational 
education programs; 

Table Vt population and valuation information; 

Appendix: aource and application tables for individual . 
school districtSf shearing the sources and uses of 
funds by category. 



Doevent 91 - A printed report titled "Annual Report of the Department of 
Education for the Taar Ending June 30| 1967 - Part Ilf Section A." Table 1 
gives information on school attending children including a division into 
categories of publiCf private » regionalf and vocational and a subdivision 
of local and non-local basis. 

Document #3 -* A mimeographed sheet of 1966-67 regional school assessments. 

The document shove both current operating and capital/debt service components 
of the assessments to master towns. ^ 

Document 16 - A mimeographed sheet titled "Regional School Districts." 

The dociaient describes the regional districts f their member townSf their 
organisation and opening dates » etc. 

Part II “ Compilation Procedures 

Current Operating Eapanditures 
(a) Dnaf filiated Tmms 

Uaing tha apurce and application tables of DociMst Ilf AppandiXf 
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all Itctts Identified as capital and debt aenrlct expenditure* end ex- 
penditures on non-resident pupils are subtracted free total expenditures 
to arrive at Current Operating Expendlturest vl*., froe "Total Public 
School Funds Applied" are subtracted: "Acquisition of Fixed Asaetst^ 

"Debt Retlreaent and Debt Services*" "Free Other Districts and Meeber 
Towns," "Tnitlon and Transportation of State Wards," and "Regional School 
Assessnents." (TTie last Iten, "Regional School Assessaents" Is, of 
course, xero for the non-reglonal towns*) 

(b) AfflUated Towns 

For the towns affiliated with regional school districts. Current 
Operating Expenditures Is the sta of their respective local, state, and 
Federal shares* 

State Share 

(a) Unafflllated Teams 

Capital and debt service aid and aid on account of non-resident 
pupils ("School Building Assistance" and "Tuition and Transportation of 
State Wards") are subtracted from total state aid ("Revenues fro« the 
CoB itt on w ealth") * The balance Is the "state share*" 

All figures are fron Document #1, Appendix. 

(b) Affiliated Towns 

The state share statistics for towns affiliated with regional 
school districts Is the sum of two or acre components: (1) the state 
share for the school district operated by the town, and (2) Its portlon(s) 
of the state share (s) for the regional school district (s) to which It 
belongs, whether regular or vocational regional districts* 



121 



The tovn*s state share and the rcfular rcgiooal dlatrlcta total 
state abate are both calculated according to the procedure for oon<>>reglonal 
tovna. The t<wn*s portion of the latter Is detemloed by Multiplying the 
regional state share figure by the ratio of the niaiber of resident pupils 
of the town enrolled in the regional school district to the total enroll- 
ment of the regional, from Docuaent I2| Table 1. 

The total state share for vocational regional districts la also 
detenlned by the procedure for non-regltmal teams, but the total Is ad- 
justed by uultlplylng It by the ratio of "Total Regional School Funds 
Applied" to "Total Available f^ds," also In Docuaent #1, Appendix** 

The adjusted total Is apportioned among the swaber towns by 
multiplying by a ratio of the town's assessaent for regional current 
operating expenditures to the regional vocational districts total 
assessaents for current operating purposes,** from Docuaent #4. 

Federal Share 

(a) Dnafflllated Towns 

The Federal Share statistic Is the total Federal aid received 
under "Revenue frost the Federal Covemaent" In Dociaent #1, Appendix. 

Cb) Regional Towns 

The Federal Share for towns affiliated with regional districts 
consists of the saae components as the State Share for these towns and is 
calculated by the same sort of procedure* Federal shares for the town’s 

*Thls adjustment is necessary because many of these districts 
had unusually large ending balance surpluses, having been but recently organized. 

**Pupll enrollment ratios were unattainable in’* this case* According 
to the Massachusetts State Departaent of Education, the ratio assessaents 
are roughly proportional to membership* 
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district sod the regional districts srs calculated ae for ooo-ruglonal 
toms, adjusting the figures for the vocational regloosl districts hy 
the saaK tratlos used In the calculation of their atats shares* The 
town's |>ortiona of the regional Federal shares arc also detemioed In the 
ssM nanner as the atate shares* the son of the cosponents assigned to 
each represents its Federal Share* 

Local Share 

(a) Unaf filiated Toirna 

The Local Share is derived on a residual basis as the difference 
between the Current Operating Expenditures and the aaounts financed froa 
State and Federal sources* 

(b) Affiliated Towns 

The Local Share is the stsi of coaponenta analogous to those of 
the State and Federal Shares of towns affiliated with regional districts* 
Coaponents for the town's district and for the regional dlstricCs are 
derived on the ssae residual basis as the Local Share for non-reglooal 
towns* (current operating expenditures for regional districts are coa- 
puted In the sane way as for non-reglonal towns*) The team's portion of 
the regional local share Is obtained In all cases by aoltlplying the 
regional figure by the ratio of the town's assestsent for current operating 
expenses to the total regional assessment for sasei^ as calculsted from 
Document #3* 

Equalleed Valuation 

For all dlatrleta. Equalized Valuation la taken from Document 
II. Tkble V. column **Valuatlon H.B. 4098*" (The Hating la given In 
thouaands of dollars*) 
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Frivte Sdiooi PuPllt 

For all districts* this statistic Is taken froa Docuaent I2» 
Table !• Figures froa the colu» labeled "Frlvate** are added to obtain 
the total for each tovn. 

Resident Meabershlp 

For all districts* this statistic Is derived as the difference 
between the total nutter of children attending school (Docuaent #2* 

Table 1} and the "private school pupils*" (The results have been checked 
for consistency vlth Docusient #2* Table IV* and Docuaent fl* Table 1* 
Appropriate adjustsmts have been aade for discrepancies between t^les.} 
ROTES : 

Several exceptions have been nade to the above procedures* 

1* Regional assessaent coaponents have not been Included In 
the statistics for the follwlng towns* although they list regional 
assessaent figures In their source and application tables (DocusMt ll* 
Appendix): Chesterfield* Southampton* Westhampton* and Williamsburg of 
Haapshlre Regional District; Melrose** Worth Reading* Reading* Revere* 
Saugus* Stonehaa* Wakefield* Wlnthrop and Woburn of Northeast Metropolitan 
Vocational Regional District; Warren of Quaboag Regional District; Taunton 
of Brlstol**Flynouth Vocational Regional District; and Harwich* 

The towns Involved either could not be assigned to a regional 
district or belong to a regional district unlisted among the sources and 
application tables* according to the Information of Document 14* The 
regional districts as above were at the time only In the organizational 
stares; and the assessments shown for the t<nms* adjusted for capital 
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and dtbt •cnrlct charges, art snail ralativc to total corrent oparatlai 
expenditures of the tovns. These conslderctioos seen to Justify onlacioo 
of the regional conpooaata. 

2. Iht follotflng regional vocational school districts have not 
been Included In the calculation of the atudyi French King, Montachusttt, 
Mashbba Valley, and Shawsheen Valley Reglonel Vocational Districts. These 
districts either were not yet operative or had been abolished. The aaounts 
involved, adjusted for capital and debt service, again are snail relative 
to total current operating expenditures of the neaber team. 

3. Adjostnenta have not been nade for the listed assessnents 
of the towns of the Qoabbin Regional Sdiool District: Barre, Bardwick, 
Rid)bardstoo, and Oekhan. Because the reglcmal district was not in an 
operational stage, its source and application table is not available. 
Although the aaounts, unadjusted for capital and debt service, are not 
snail relative to the total expenditures of the neaber towns (up to 10 
percent In sone cases). It would seen that aost of the noneys could not 
reflect cu rr en t operating expenditures Inasauch as the schools were not 
in operation. 
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fart 1 * Data Sovrcaa 

SSSSSSLJI • A coiiptitar prlotovt tltltd ’*expmdlt«raa by 01attlct**1966*67 
fliiaaclal ftarporta.** Ibla dututo t glvca a braakdovn by category codaa 
of all axpandlturaa Hated la tbe district reports* 

^ocvmnt H • A coapater prlotout titled ''tacelpta « 1966*67 rinaacUl 
Eeports*** Ibis doctMOt Hats by source (local 9 state aod Fedaral gofrem* 
■eats) sad category codes all receipts listed la the district reports* 
I»ciastnt #3 * A mlKOgraphed report titled "1966*67 Average Dally He^ber* 
ships based upon Atteadaace aad Eesldeoce.*^ Ibis doewsot lists by 
school district AOH la atteadaace sad la resldeace* Tbe data Sts btokea 
dowa la both categories lato cleaeaury, high school aad total figures* 
Docotat #» • A mlaeographed report titled "Cooperatles School Districts 
as of July I9 1968**Part 1 Adalaisttstlee Stmetore*" Ibis docisKat 
lists the cooperative or regional school districts, aod their aehber 
districts, grade structure, date of operation, the aunber of aeabers on 
school board froa each ae^r district, aad tbe financial apportloiSMat 
foraulas used to allocate the local share of expenses aaoag the aeaber 
districts. 

Doeweatj^ * A alaeographed report titled "Valostloas. Property Tax 
Assessaeat aad School Tax Rates of School Districts 1966*67*" 

Docuacat #6 * A alaeographed report titled "Distribution of Stats 
Poundatloa Aid to Rev Raapshlre School Dlstricts<>-1966<>1967 Table of 
Coaputatloas*" 

This docisBSOt lists the state foundation aid payaeats and gives the 
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lafonittloa uacd by the ttctc to dcrlvt the eaotmt of tho peyMot. 

Fort 11 * Coepl lotion Froceduroo 

Current Opemtlna gicpoodlturtt 
(n) Doef filleted Tovne 

The eifli of dletrlct expcodlturee le tekeo froe DoctMot #1 (equel to 
the eta of eecouote Ixxxx- 14xjcxr end ejcclttdlng the beleoclng Itcee). All 
eiDuote coded ee expeodlturee on cepltel^ debt service, end coenunlty 
services (eccouots llx3UDt«l3nuat end 147750) ere subtrected froe the 
totel expenditures. Then, ell Itees Identified In Doctaent #2 es non* 
cepltel or debt service Incoming trensfer eccounts (eccounts 8100, 8200, 
8900, end Fxsoc) ere subtrected from the expenditure figure. This beleoce 
Is the Current Operstlng Expenditures stetlstlc. 

(b) Affllleted Towns 

Fbr towns thet ere mabers o*^ reglonel districts. Current Operstlng 
Expenditures Is derived es the sum of the iocel, stete end federel shores 
for eech town. 

Stete Shore 

(e) Oneffllleted Towns 

The stete shore Is the sia of the non*cepltel end debt service revenues 
from stete sources listed In Document #2 (eccouots 3xxx, excluding 32xx). 

(b) AffllUted Towns 

Beceuse the reglonel or cooperetlve districts report on e consolldeted 
besls In the source doctaents, the totel stete shore for eech Is cel* 
cttleted es ebove for non*reglonel towns. This totel Is then elloceted 
smemg the towns which sre members of .the district es follows: figures for 
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State foundation aid distributed to each of the member towns are taken 
from Document #6 and summed; this sum Is subtracted from the regional 
district’s total state share. The balance represents state aid funds 
given directly to the regional district; It Is allocated among the 
member towns on the basis of resident ADM for 1964-65,* also from 
Document //6. The sum of the town's foundation aid and Its share of the 
district's state aid la the regional^' town's State Share. 

Federal Share 

(a) Unafflllated Towns 

The Federal Share statistic Is the sum of Federal revenue receipts 
listed In Document #2 (accounts 4xxx). 

(b) Affiliated Towns 

The regional district Federal share Is derived as for the non- 
reglonal towns. This total Is then distributed among the member towns 
on the basis of 1966-67 Resident ADM figures obtained from Document 1/3 
to represent their Federal Share. 

Local . Sha re 

(a) Unafflllated Towns 

The Local Share Is derived on a residual basis by subtracting the 
State and Federal Shares fr^Mn the Current Operating Expenditures. 

(b) Affiliated Towns 

The local share for the regional district as a whole Is derived as 
for the non-reglonal towns: a current operating expenditures figure. 



*Thls Is In accordance with current practice In the state.. 
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for the regional district Is obtained In accordance with the procedure 
for non-reglonal towns; the regional Federal and state sharea, as cal- 
culated In procedure abovSi are aubtracted from this expenditure figure. 
This result represents the combined local ahare for the towns comprlalng 
the regional district which Is then distributed among the member districts 
according to the financial apportionment formulas of Document /M. 



For all districts, Equalized Valuation Is taken from Document 
(The 1964 valuations used here are the most recent which are available 
by school district.) 



For all districts, Resident Membership Is taken from the listing 
of "Resident Membership, Total" of Document #3. 

NOTE ; 

Wlnnacunnet Cooperative District and Dresden Regional District are 
exceptions to the procedure for affiliated districts. The former Is 
only a high school district and calculation for Its member towns must 
be made In two parts: the statistics for elementary schools are done In 
accordance with the procedure for non-reglonal towns; the high school 
statistics are derived In the same manner as for other regional towns. 
The sum of the two parts Is the final figure for each of the member 
towns. The latter exception Is an Interatate regional district, but 
only data for the Hanover (N.H.) portion la represented. 



Equalized Valuation 



Resident Membership 
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RHODE ISLAND 

Part I - Data Sources 

Document - A printed document titled **1966-67 Statistical Tables.** 

Of the various tables of information on schools, the following have 
been used: 

Table 8 - data on resident membership, listed by district 
and grade; 

Table 25 - data on current operating expenditures listed by 
source (state, Federal, and local) and given on a resident 
pupil basis. 

Document i^2 - A typewritten listing of expenditures under the Elementary 
and Secondary Education Act, Titles I and II, prepared by the Rhode 
Island Department of Education upon request. 

Document - A mimeographed sheet titled **1966 Equalized Weighted 
Assessed Valuation for Rhode Island Municipalities.** The document In- 
cludes full values based upon 1965 market values. 

Document M - A typewritten sheet .titled **Reg tonal Schools General 
Appropriations,*' prepared by the Rhode Island Department of Education 
upon request. The appropriations are local assessments fcr regional 
operation. 

Document - A letter from the Department of Education with a table 
titled "ADM ^or Regional Schools." The table Is a breakdown of regional 
ADM among member towns. 

Part II - Compilation Procedures 

Current Operating Expenditures 
(a) Unafflllated Towns 

To "Net Current Expenditures" of Document /i^li Table 25, are added 
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the amounts for ESEA, Titles I and II from Document #2. The total is 
Current Operating Expenditures. 

(b) Affiliated Towns 

This statistic Is derived as the sum of the Local, State, and 
Federal Shares • 

State Share 

(a) Unafflllated Towns 

State Shares are listed In Document #1, Table 25, '*State Share." 

(b) Affiliated Towns 

Figures for the town and for the regional district are obtained 
as for unafflllated towns. The member *s part of the regional figure Is 
derived by multiplying the regional state share by the ratio of the 
town*s resident pupils In membership of the regional to total regional 
membership. Membership data Is from Document iS^S. 

The State Share Is then the sum of the town's state share and the 
town's part of the regional district's amount. 

Federal Share 

(a) Unafflllated Towns 

This Is the sum of "Federal Share" from Document #1, Table 25, and 
of funds for ESEA Titles I and IX from Document #2. 

(b) Affiliated Towns 

The Federal Share la the sum of the town's district figures and the 
town's part of the regional amount as for the State Share. The* town and 
the regional figures are derived as for unafflllated town's the latter is 
distributed by the membership ratios as above. 



o -s 
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Local Share 

(a) Unafflllated Towns 

The Local Share Is derived on a residual basis as the difference 
between Current Operating Expenditures and the State and Federal Shares. 

(b) Affiliated Towns 

The share is again the sum of a tovm figure and a portion of the 
regional figure* The former Is calculated as for unafflllated towns; 
the latter is given in Document H. 

Equalized Valuation 

For all towns, this statistic is taken from Document //3, "Full 
Value." 

Resident Membership 

(a) Unafflllated Towns 

Memberships are listed in Document ffl, Table 8, "Total, Pre K ■“ 12. 

(b) Affiliated Towns* 

The town’s resident membership from Document #1, Table 8, "Total 
Pre K - 12," is added to the town’s share of regional membership from 
Document j?5. The total is the Resident Membership. 



o 
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VERMONT 

Part I - Data Sources 

nrtrumpTit- tfl - A printed report . titled **1967-1968 Financial Statistics - 
Vermont School System.** The report contains the following tables useful 
in this study: 

Table XX: data on general state aid to individual 

school districts 9 including aversge daily memberships 
of resident pupils; 

Table XV: data showing receipts by source of school 

/ 

districts and union school districts; 

Table V: data on current expenditures of school districts 

> 

and union school districts. 

Document - A printed booklet titled **Vermont Educational Directory, 
1968-1969.*' The document includes a listing of school districts, 
super intendencies and their districts, and union school districts and 
their member towns. (The organization of school districts given in the 
directory is the same as for 1967-1968 with one exception, Sherburne 
was unaffiliated in 1967-68, a member of Woodstock Union High School 
District in 1968-69.) 

Document #3 - A mimeographed report titled **Natlonal School Lunch & 
Special Milk Programs." The report shows the amounts of Federal funds 
expended for these programs during fiscal year 1968, by school districts. 
nnf^uiwgnt- #4 - A written report titled **Tltle I, ESEA: FT 1968 Project 
Expenditures.** This document lists by superintendency the amounts ex- 
pended and the number of children served by Federal funding under Title X 
I 
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of the Elementary and Secondary Education Act (P.L. 89-10). 

Document //5 - A mimeographed report of the distribution of Federal 
funds to school districts in 1968 under Title II of the Elementary and 
Secondary Education Act. 

Document P6 ^ ^ mimeographed report including the 1 percent fair market 
values for all school districts. 

Document - A mimeographed report titled "Maximum Basic Grants, 

Amounts Approved and Amounts Expended for Projects under Title I of 
P.L. 89-10 by Local and State Agencies." The document Hots maximum 
grants for local educational agencies for 1966 and 1967 and the amounts 
approved and expended for 1966 under Title I, P.L. 89-10. 

Part II - Compilation Procedures 



(a) Unafflllated Towns 

Operating expenses and outgoing transfers, less incoming transfers, 
are the basic data for Current Operating Expenditures for residents of 
towns which are not members of Union School District. This amount, how- 
ever, understates operating expenses because School Lunch and Special 
Milk programs and projects funded under the Elementary and Secondary 
Education Act of 1965 (ESEA) are not considered part of the regular 
expenses in the Vermont data. The calculation for this statistic thus 
becomes: the addition of "Total Operating Expense" and "Outgoing Transfer 
Expense" from Document J5fl, Table V; the subtraction from the preceding sum 
of "Incoming Transfer Accounts," Document /^l. Table IV; the addition to 
this balance of funds for (1) School Lunch and Special Milk programs; 



Current Operating Expenditures 
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(2) Title I and (3) Title II projects of ESEA, from Documents 4, 
and 5 respectively. (Because Title I project expenditures are listed 
by auperlntendencyi the. funds must be distributed among 8chool>dlstrlcts 
in proportion to previous amounts expanded. The procedure Is more 
precisely explained In the description of Federal Share below.) Thla 
total becomes the Current Operating Expenditures statistic. 

(b) Affiliated Towns 

The sum of Local| State, and Federal Shares la the Current Operating 
Expenditures statistic for towns affiliated with union school district. 

State Share 

(a) Unafflllated Towns 

The sum of "General State Aid" and "State Vocational Aid" from 
Document fl^l, Table IV | Is the State Share statistic. 

(b) Affiliated Towns 

The aum of the town's state share for Its own schools and Its portion 
of the union school districts state share Is the State Share for those 
towns affiliated with union school districts. The town's Individual 
share and the total union share are calculated as non-reglonal shares are. 
The union share Is distributed among Its members by the ratios of the 
town's resident average dally membership (ADM) to the union's total AI^. 

The total membership of the union school district la derived by; 
determining the type of union (elementary and/or secondary) from the 
list "Union School Districts In Vermont" bf Document #2; and sunlng the 
appropriate resident ADM figures for the members, given In Document #1, 



-to J 



Table II.* 



Federal Share 



(a) Unafflllated Towns 

The Federal Share is the sum of: (1) "Revenue from Federal Sources," 
from Document Table IV; (2) funds for School Lunch and Special Milk 
programs, from Document #3; (3) funds for projects under Title I, ESEA, 
from Document //4; and (4) funds for projects under Title II, ESEA, from 
Document 

The first, second, and fourth components of the sum are obtained 
directly from the documents for the school districts. Allocation of 
Title I funds among the towns must be derived, however, because data 
for 1967-68 are available only on the basis of superintendencies. Unless 
the superintendency Involves only one town's school district, which then 
receives the full amount shown In Document ^*4, the funds are distributed 
In proportion to the amounts expended In 1966 by members of the super- 
intendency. Ratios for this distribution are derived from Document ^7, 
taking the amount expended by local educational agency to the sum of 
amounts expended by all districts of the superintendency and applying 
these ratios to the figures of Document //4. The superintendencies and 
their members are listed^ In Document //2, "The 53 Superintendencies. 

(b) Affiliated Towns 

This statistic Is calculated as for unafflllated towns, with the 

*The division between elementary and secondary follows district 
practice In the record of the State Department of Education. The break 
occurs then, after Grade 6 or Grade 8 according to the school's organ- 
ization so that there Is no difficulty sunmilng for union districts 
which may be divided at either grade. 
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add it ion of the town's portion of the Federal share of the union school 
district. The union Federal share consists of the components as above, 
and is apportioned according to the ratios used to divide the union 
state share. 

Local Share 

(a) Unafflllated Tovms 

This statistic is derived on a residual basis as the difference 
between Current Operating Expenditures and the State and Federal Shares. 



(b) Affiliated Towns 

The Local Share for towns affiliated with union school districts is 
the sume of (1) a local share residual for the town's district and (2) 
its portion of the union school district's local residual, both derived 
as for unaffiliated towns. 

■ Current operating expenditures figures for town and union school 
districts can be calculated in the same manner aa unafflllated towns 



are* Respective state and Federal shares have been used in the pro- 
cedures above. 



Equalized Valuation 

For all districts, Equalized Valuation is the IX fair market value 



from Document Hb multiplied by a factor of 100. 

Resident Menfeerahip 

For all districts, Resident Membership is the sum of the elementary 
and secondary figures in Document #1, Table II, "Resident Pupils, Average 
Dally Mrabershlp." 
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NOTES; 

Several districts require exceptional adjustments in the above 
procedures: 

1* In Document It3f the data for Bennington includes both Bennington 
elementary schools and Union Vigh School District A separation of 

the tr^o has been made according to membership ratios^ as the necessary 
data are unavailable. Also under the School Lunch and Special Milk 
programs: "Brandon" includes Brandon ID and Brandon Tovn which have been 
divided according to information furnished by the Vermont State Depart- 
ment of Education; allocations for East Hardwick have been added to 
Hardwick* 8 1 North Danville to Danville *s and Gilman to Lunenburg's upon 
the advice of the State Department of Education. 

2. In several instances » the Library Need component of Vermont's 
formula for ESEA Title II distribution is a composite figure for several 
towns; the amount has been distributed among the towns in proportion to 
the "Per Capita Need" part of the formula. This adjustment has been 
made for towns of the following super in tendencies: Rutland Northeast, 

Essex Caledonia (except Concord), and Caledonia North* 

3. Chittenden and Mendon are treated as affiliated towns due to 
their membership in the Joint Contract Elementary School of Bars tow. 
(Pittsford is also in Barstow, but is affiliated in addition with Union 
High School District j!f8; it is the only instance of dual affiliation in 
Vermont). The Joint contract school is not technically a union school 
district and so does not appear in the list of Document tf2. Its funds, 
however, are distributed according to procedures for union schools. 



138 
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(Figuraa given for Chittenden under Docuaenta #3 end 5 ere for Beretov» 
according to the State Depertiaent of BduceClon.) 

4, State Vocetlcnel Aid figuree for aeveral dietricte have been 
reduced to allow for large anounte of conetruotlon aid included: Berre 

City end Union High School Dietricte 18 end 22. No breakdown la 
•veilable for thla eld program ea to application of the funda end in 
most ceaea the aiaounts involved are anell enough not to overetete the 
state share greatly. For the above which have exceptionally large 
amounts of aid» a derived figure has been aubatltuted based upcni the 
average per pupil amounts of aid received by secondary schools 
operating vocational programs. Other districts have bean compared with 
1965-66 data to check for large changes in state vocational aid receipts 
which would suggest construction aid. 
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APPENDIX II 

CALCULATION PROCEDURES FOR ANALYSIS 
OF HYPOTHETICAL EQUALIZING STATE AID SYSTEMS 



Notation 

a ■ current expenditureo per pupil 
r ■ "Basic" school tax rate 
E ■ total current expenditures 
L ■ local share In E 
S ■ state aid In support of E 
P ■ number of pupils 
V ■ equalized valuation 

The subscript 1 denotes data for Individual dlstrlctSi either actual 
present data or results of calculations under hypothetical ayateas* An 
asterisk designates a value set explicitly as a policy objective (e>a >t e* 
represents a target per pupil spending level) or a value implied by a given 
policy target (e»g » . setting a state-wide target e^ implies total expend- 
itures of EJ - e*Pj^ for the 1th district). Symbols In parentheses represent 
state totals. 



Modal ll State-Wide ProjertVL Tax (1001 Local Financina) 

(A) Per-Pupll Spending Target 

1. target ■ e* (set by state) 

2. required expenditures ■ (E*) ■ e^(P) 

3. implied uniform tax rate - r* - 

A. required local contribution for each district ■ LJ • r^V^ 
5. required axpendituraa for such district • E* ■ a*P^ 
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6. district receipt from (+) or payment to (-) redistribution 
fund - RJ - RJ - EJ - LJ - ERJ - 0 

(B) Uniform Tax Rate Target 

1. target - r* (set by state) 

2* total expenditures Implied ■ (E*) ■ r*(V) 

* Ilii 

3. resultant per pupil spending - e" ■ (p)" 

Other calculations as In (A) for Individual districts* 



Model II: State-Wide Property Tax Plu s Fixed State Aid 

(A) Per-Pupll Spending Target 



1. 


target ■ (set by state) 




2. 


required expenditures ■ (E*) 


- e*(P) 


3. 


state funds available " (S*) 




4. 


required local share ■ (L*) ■ 


(E*) - (S*) 


5. 


Implied uniform tax rate ■ r* 




6. 


as In Model I» R* ■ E* - L*; 


howeveri since fitate funds are distributed 



CR* " (S*) In this case. 



(B) Uniform Tax Rate Target 

1. target - r* (set by state) 

2. required local contribution " (L*) ■ r*(V) 

3. state funds available ■ (S^) 

4. total expenditures Implied ■ (E*) ■ (L*) + (S*) 

5. resultant per-pupll spending ■ e* ■ 

Other calculations as In (A) for Individual dlctrlc^.s. 

(C) Constraint to Avoid Redistributive Tranafors 

This Is an example of a program where the state effectively sets targets 



J • A . 
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for ^ r*; th« onunt of atata aid requlrad, (8*), la no longar flxad. 

1. target » a* (aat by atata) 

2. In order to avoid radiatributloOf the atata aata r* ■ yhara 



(V/P)j, and 8* ■ 

3. required local ahara ■ (L*) ■ r*(V) 

4. lopliad atata funda raqxdjrad ■ (8*) ■ (E*) - (L*) 

(d) Effect of Prorating 

Thia la an axaapla of a prograa vhara the atata aata axpllsit targata 
for a* and r*, and again, a required atata contribution, (8*), la datamlnad. 
The lapacta of prorating availabla atata funda to maat tha conatralnt of an 
actual state aid budget (S') lasa Chan (S*) .ara uaninad undar two diffannt 
asaunpCiona. 

1. targata ■ a* and r* (aac by atata) 

2. required expandiCuraa ■ (E*) ■ a*(P) 

3. required local ahara ■> (L*) ■ r*(V) 

4. ifflplled atata contribution raqulrad ■ (S*) ■ (B>) - (L*) 

5. atata old raqulrad for individual dlatrlct ■ 



CASE A — Aaauaa axpandltura targat is ■alntainad (ao that a* ■ a*) and diatrlcta 
adjuat by. changes in tax rataa, dayiatlng froa tha targat r*. 

Al. Actual local contribution for individual district ■ 




SJ - E| - - a*Pj - r*Vj^ 



(Notai 8^ may ba nagatlva) 



6> given (S') < (8*), a prorating factor is dataminadi f ■ 

7. for each dlatrlct. actual atata aid " » fS^ 




ij • ij - ij - 



142 



7927 



-134- 



A2, Actual local tax rate for individual dfiatrict ■ 



r’ - r* 

V4 



CASE B — Aaiuae unlforn tax rate target la maintained (eo that rj ■ r*) and 
dlatrlctu adjust by changes In expenditures • introducing deviations from 
the target e*e 

Ble Actual expenditures of individual districts ■ 

E[ - Lj + S[ ■ r*V^+ 

B2e Actual per-pupil spending levels for individual districts ■ 




Model Ills Percentage Equalizing With out Redlstributioa. 

1. target ■ e* (set by state) 

2e required expenditure for each district ■ Ej * e*P^ 

3. determine capacity measure for wealthiest district « **maxa** (V/P)^ 

4, the state aid ratio, or state share, for each district « 



5, required state aid for each district ■ Sj ■ (XS)^EJ 
6a total state aid required ■ (S*) ■ JSJ 

7, for any given target, e*, each district's required tax rate Is the 



IV> Percentage Eaualig ations With Rodiatrlbutton 
(A) Unconstrained system based on "average" district* Under this type of 
program, the atate sets a per-pupll expenditure target, e*, and specifies 

share (Q) of program expenditures that the "average" district must pay* 





some 
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Calculations are the same aa In Model III except that the formula for the 
state aid ratio is different. It is based on the capacity of the "average" 
district^ i*e.» (V)/(F)» and it incorporates Q: 



(B) Impact of constraints in system based on "average" dietrict. Calculationa 
are the same as in (A)» but the state aid ratio ia constrained in three 
different ways* In each case» variance is introduced in rj^» the local ta:: 
rate required to finance the target program. 

1* (ZS)^^O Tb.is constraint eliminates the requirement of redistributive 

transfers implied by negative state aid ratios. Therefore » for rich districtSi 
required tax rates » r^» will be reduced relative to an unconstrained program. 

2* (ZS)>0.2 This constraint guarantees state aid ratios of at least 

0*2 to all districts' all districts with ZS<0*2 in the unconstrained version 
benefit as a result and can finance the program with lower relative tax rates. 

3* (ZS)<0.8 By prohibiting state aid ratios in excess of 0*8» this con- 
straint forces the poorest districts to impose relatively higher tax rates in 
order to finance the target program. 




For any given target e*, equality of district tax rates is maintained 



(rj ■ r*)» 
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The Commonwealth of Massachusetts 



RESOLVES ESTABLISHING 
AND EXTENDING THE COMMISSION 



CHAPTER 162. RESOLVES OF 1967 
Resolve providing for an investigation and study by a Special Commission 
to Develop a Master Plan and Program for Taxation Within the 
C ommo nwe alth . 

Resolved , That a special commission, consisting of three members 
of the senate, five members of the house of representatives, and seven 
persons to be appointed by the governor, is hereby established for the 
purpose of making an investigation and study of the entire area of taxation 
within the commonwealth, including state, local, special district and 
county taxation, and the assessment, collection and distribution of taxes 
and revenue with the purpose of developing a master taxation planning 
program for the commonwealth for the period nineteen hundred and sixty- 
nine to nineteen hundred and seventy-nine, inclusive. Said commission 
shall also undertake the necessary research essential to the preparation 
of such a plan, and in so doing shall study the revenue needs of the common- 
wealth and its political subdivisions for the period involved, and shall recom- 
mend ways and means of providing revenue to meet such needs and also shall 
recommend such revision and codification of the existing tax laws as may 
appear necessary and desirable. 
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iv. 

Said commission may call upon officials of the common- 
wealth or its various subdivisions for such information as it may desire 
in the course of its investigation and study. Said commission may accept 
gifts and grants of money from the federal government or any other public 
or private source. Said commission may co-operate with any agency of 
the commonwealth or its political subdivisions in the conduct of its 
investigation and study and may enter into co-operative agreements and 
contracts with any agency of the commonwealth or its subdivisions and 
with any private association, organization or corporation for the receipt 
of federal and other grants and gifts and for professional services, clerical 
and other services and supplies in connection therewith. 

Said commission shall report to the governor and to the 
general court the results of its findings in the form of a master plan and 
program for taxation, including substantiating documents, schedules and 
exhibits together with recommendations and drafts of legislation to imple- 
ment said plan by filing the same with the clerk of the senate, and a copy 
thereof with the governor, not later than January fifteenth, nineteen hundred 
and sixty -nine. 

Approved December 13, 1967. 

CHAPTER 3, RESOLVES OF 1969 

Resolve reviving and continuing the Special Commission established to make 
an investigation and study relative to developing a Master Plan an d 
Program for Taxation Within the Commonwealth and authorizing said 
Commission to travel without the Commonwealth. 
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V. 

Resolved^ That the special coinmlsslon established by chapter one 
hundred and sixty-two of the resolves of nineteen hundred and sixty-seven 
Is hereby revived and continued. Said commission is hereby authorized 
to travel without the commonwealth. Said commission may report from 
time to time to the general court* 

Approved February 20. 1969. 
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The Commonwealth of Massachusetts 



LETTER OF TRANSMITTAL 



October 21. 1970 

To Hia Honor, Lieutenant Governor Francis W» Sargent, Acting Governor, 
and the Honorable Senate and House of Representatives; 

The Special Commission to Develop a Master Tax Plan has 
compiled a mass of data on the Massachusetts fiscal system and economy* 
This data will be made available in a series of reports, the first of which, 
on constitutional limits on the tax power, was published in 1969* The others, 
which will be published in the near future, deal with the present revenue 
structure (and comparisons with the revenue structures of other states), 
the revenue needs of the Commonwealth and its political subdivisions; and 
the potential of the Massachusetts economy to produce revenues sufficient 
to meet the anticipated needs through the existing tax structure. 

Pending the publication of these factual reports, the Com- 
mission has been studying the data in order to identify the problems which 
need attention and consider some of the possible solutions. It has the 
honor to present the results of its deliberations to date in the form of this 
interim report, which summarizes the findings of the four factual reports 
and then ntlinea .the Commission's tentative proposals for dealing with the 
most serious shortcomings of the present tax structure* 
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By Indicating at this time its present thinking and tentative 
objectives, the Commission hopes that public discussion of its proposals 
will enable it to shape its final. recommendations to meet more precisely 
and effectively the needs of the Commonwealth and its citizens. 

Respectfully submitted, 

GEORGE V. KENNEALLY, JR. 

Chairman 
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TENTATIVE PROPOSALS FOR A MASTER TAX PLAN 
FOR THE COMMONWEALTH. 

Introduction. 

The primary task assigned to this Commission is the 
difficult and unique one of developing a "master taxation planning 
program" for the Commonwealth and its political subdivisions for the 
next decade. In order to accomplish this objective, the Commission 
was further directed to: 

(1) study the entire area of taxation within the 
Commonwealth, including state, local, 
special district and county taxation; 

(2) study the assessment, collection and dis- 
tribution of taxes and revenue; 

(3) study the revenue needs of the Commonwealth 
and its political subdivisions for the period 
involved; 

(4) recommend ways and means of providing 
revenue to meet such needs; and, 

(5) recommend such revision and codification of 
the existing tax laws as may appear necessary 
and desirable. 
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This enormous assignment has never been attempted 
before. Many commissions in the past have studied the tax structure 
or specific taxes. Commissions have studied specific assessment and ' 
collection problems. Commissions have investigated and proposed 
revisions in the distribution of revenue to the political subdivisions of 
the Commonwealth. And* finally* past commissions have proposed 
solutions to pressing revenue needs on the state or local level. But no 
commission to our knowledge has been asked to achieve all these 
objectives as part of one assignment and for such an extended period in 
the future. 

Nonetheless and despite a considerable lack of data in 
certain areas* this Commission has approached its assignment as one 
which could and should be done. It has had prepared for its use and for 
the use of the Governor and the General Court* four extensive documents 
which gather together the information necessary for all to have for a 
proper understanding of the problems which confront us os citizens of 
Massachusetts and of its cities* towns* and counties. These reports- -one 
of which is now in print and three of which are in the process of being 
completed- -are as follows; 

(1) Constitutional Limits on the Tax Power (First 
Report of the Commission* Senate No. 126* 

1969 ); 

(2) The Revenue Structure and a Comparison with 
Other States; 

(3) The Economy and Its Revenue Potential; 

(4) The Revenue Needs of the Commonwealth and 
Its Political Subdivisions. 

159 
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The findings of these reports will be summarized below; 
the pertinent facts and comparisons will be outlined; and the problems 
which face us identified. 

In addition, however, the Commission feels obligated 
to present to the officials of the Commonwealth and to the public the 
briefest possible outline of its conclusions drawn from data collected 
for it and to be presented in the above reports and, more importantly, its 
tentative proposals for long-term revisions in the state and local tax 
structure, the administration of taxes, and the distribution of state 
financial assistance to local units of government. 

The Commission would like to emphasize two words: 
tentative and long-term . 

The proposals contained herein are tentative. They are 
being presented at this time for purposes of public understanding and 
discussion. They are specific enough, we believe, to indicate the present 
direction of the thinking of the Commission in its suggestions for the 
future and yet general enough to allow amendments deemed to be necessary 
after public discussion. 

The proposals contained herein are long-term . They 
are not designed to meet the specific immediate and pressing need for 
new revenue. They are, however, presented in sufficient detail that 
a revenue program can be designed to meet the immediate budget require- 
ments, when the amounts required are more accurately determined, which 
will fit into the long-term master plan for the future. 
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Constitutional Limits on the Tax Power. 

The Massachusetts Constitution of 1780 authorized the 
General Court to levy "proportional and reasonable" taxes on persons 
and property and "reasonable" excises on merchandise and "commodi- 
ties." Although the tax power is an inherent attribute of sovereignty, 
the Courts have interpreted these constitutional authorizations as 
limitations. 

As a result, taxes on property must be levied at the 
same rate on all property within each taxing district; with narrow 
exceptions, no special exemptions or rate differentials may be made. 

But local rates of taxation vary widely, and thus the rate at which property 
is taxed depends on its location. This proved appropriate for tangible 
property, which benefits directly from local expenditures, but not for 
securities, which in addition are difficult to assess as property. None- 
theless, a constitutional amendment was required before the tax on shares 
and bonds could be based on income and levied at a uniform rate (different 
from the rate on unearned income) throughout the Commonwealth: This 

amendment, approved in 1915, also made it possible to tax earned income 
at a uniform statewide rate, but did not allow graduated rates on any income 

Excises need not be "proportional"; graduated rates are 

permissible for the inheritance tax, an excise on the transmission of 
property af death, and specific rates per gallon on motor fuels are valid. 
Excises can also be levied on "privileges" conferred by the state, such as 
that of doing business as a corporation, but not on common ‘rights,; like 
that of doing business as a trust with transferable shares. 
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The Revenue Structure and a Coniparlson wit h Other States. 

Although the per capita revenue from state and local 
taxes is relatively high in Massachusetts, so is the level of per capita 
personal income. And in fact the position of Massachusetts relative 
to other states, both in tax burden and in personal income has improved 
over the last 20 years. The picture which emerges is that of a relatively 
prosperous state which has been able to meet a demand for a higher level 
of public services than some. of the less industrialized states. 

Massachusetts state and local taxes have been classified 
into five major groups: the property taxes, the personal income tax, 
the consumer and transaction taxes, the business excises, and miscellaneous 

taxes. 

In 1968, as in 1949, the property taxes predominate to a 
greater extent than in other states, although their share of total state and 
local tax revenue has declined from 61% to 53%. In the United States as 
a whole the average proportion of total revenue raised by property taxes 
is 40%. Business excises were the next most important tax source in 1949; 
since the introduction of the sales tax. the consumer and transaction taxes 
are now more important, although by a smaller margin than in other states. 
But the strongest percentage growth in the tax system was registered, by 
the personal income tax; this growth was caused by a general increase in 
earned incomes. But the level of personal income, taxation in Massachusetts 
is not particularly high in relation to those of other states. In comparison 
with other states. Massachusetts derives relatively less revenue from 

licenses. and fees and nontax revenue* 
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The Property Taxes 

The local tax on real and personal property is the 
oldest tax, and in many ways the most complex because of the 
numerous exemptions enacted over the years to mitigate the burdens 
borne by different classes of taxpayers. Several other taxes may be 
regarded as descendants of the property tax, in that they represent 
attempts to cure inequities or inefficiencies of local property taxation 
and assessment by substituting uniform statewide taxes on certain classes 
of property. The most conspicuous example is the motor vehicle excise; 
others of the same type are the excises on farm animals and equipment, 
on ships, and on aircraft. For convenience these are treated as property 
taxes, although from the point of view of constitutional doctrine even those 
which are based on value are regarded as excises. The personal Income 
tax and the property base of the corporation excise, a business excise, 
came into being as substitutes for the property tax. The exclusions of 
corporate property from local property taxation are more extensive than 
those provided in other states, at least until recently. 

The Personal Income Tax 

The personal income tax is really a series of taxes, levied 
at different proportional rates. Its original purpose was to remove 
inequities in the local assessment of stocks and bonds under the property 
tax. The tax on earned or business income and the tax on annuity income 
are the direct descendants of an ancient component of the local property tax; 
the elaborations have not changed their basic structure. The tax on gains 
from the purchase or sale of intangibles and the special tax on gains from 
the public taking of real property were Introduced after the adoption 
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of the income tax amendment to the Constitution in 1915. Thus the 
Massachusetts personal income tax Structure differs radically from 
the structure of the federal income tax and from the income tax 
structures of other state s« although in recent years the methods of 
determining income under the Massachusetts tax have been conformed 
more closely to the federal pattern. 

The Consumer and Transaction Taxes 

Consumer and transaction taxes have also had a long 
history in Massachusetts. The present excises on cigarettes and 
alcoholic beverages date from the 1930's, although they had colonial 
counterparts; other earlier excises on luxury and other goods have 
disappeared. The two most important taxes in this group from the point 
of view of revenue, the motor fuels excise and the sales and use tax, are 
modern. The Massachusetts sales and use tax, first adopted in 1966, has 
one of the lowest revenue yields, in comparison with other states, because 
of its limited coverage. Taxes similar to these are levied by all but a 
few states. Taxes similar to the deeds excise are also common. 

Separate taxes like the Massachusetts meals excise and room occupancy 
excise are less so, except as parts of more general transaction taxes. 

The Business Excises 

Constitutionally and legally, the business excises are taxes 
on the privilege of doing business in the Commonwealth. The most impor- 
tant of them is the corporation excise, which was first levied in 1864 as a 
substitute for the property tax on the value of the shareholders* interests, 
after deduction of the value of property subject to local taxation. A tax on 
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net income was added in 1919, but the property base was retained and, 
although greatly changed in 1962, preserves a close connection with 
the property tax which is unique among state corporation taxes. Separate 
excises are imposed on commercial banks, savings banks, insurance 
companies, and public utilities corporations. 

The Miscellaneous Taxes 

The most important of the miscellaneous taxes is the 
inheritance tax, an excise on the privilege of receiving property passing 
on death. First enacted in 1891, it has had substantially its present form 
since 1907, although the rates have been increased several times, most 
recently in 1969. The inheritance tax and the racing tax, which is collected 
by the Racing Commission, are the only Massachusetts taxes levied at 
graduated rates. For purposes of this report licenses and fees are also 
treated among the miscellaneous taxes. 

The Economy and Its Revenue Potential. 

The significant economic forces are per capita personal 
income, which is relatively high in Massachusetts and has been growing 
rapidly during the past decade; employment, which has grown slowly 
overall and has been particularly weak in the manufacturing sector in 
the Commonwealth; value added, which has grown but more slowly than 
in the United States as a whole; productivity, which has been lower than 
the United States average and has even declined in relation to the average; 
and investment, which has been large here and is expected to continue so 
in the inunediate future* 

During the past 15 years the export base in the Massachusetts 
economy has been declining relative to the local sector and the level of total 
economic activity, mainly because of high energy costs and distance from 
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markets. The relatively slow growth of defense -related industries 
such as electrical machinery, transportation equipment, and instruments 
has not been able to offset the decline of the traditional export industries 
of textiles, apparel, and leather. But the econonic well-being of Massa- 
chusetts ultimately depends on the continued growth of the national 
economy; and Massachusetts is in a position to take advantage of an 
expanding service export base and of the national demand, which can be 
expected to increase, for highly skilled services and their related manu- 
facturing industries. 

On the basis of statistical relationships between past 
revenues and personal income and between total personal income and 
personal income of the export sector, future yields of the present Massa- 
chusetts revenue structure and of its most important components have 
been projected according to different estimates of the growth of personal 
income and the relative size of the export sector. This projection shows 
that the Massachusetts tax structure seems quite responsive to the growth 
of personal income. Total revenues for fiscal 1970 were approximately 
$3 billion. Assuming that the Massachusetts economy continues to grow 
at a moderate rate, total revenues under the present structure and rates 
of taxation have been projected to a level of $5 billion by 1980. Even if 
the economy were to remain relatively stagnant, the 1980 projection is 
for a votal revenue of $4. 6 billion; on the most optimistic estimate 
regarding economic growth, on the other hand, a yield of as much as 
$6 billion is projected. 

Revenue Needs. 

The term ’’revenue needs,” found in the resolve, is in one 
sense a misnomer. Demands from the public for services to be supplied 
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through government are subjective and difficult of objective measurement, 
and may or may not be "needs. " To predict over the years the level of 
such demands, and the extent to which legislative bodies will appropriate 
funds to meet them, is at best a difficult task, and at worst a guessing 
game. A subcommittee of the Commission has done a great deal of work 
in this area, from interviewing the heads and staffs of governmental units 
charged with budgeting and expenditure responsibilities to producing on a 
computer various extrapolations of historical data curves. The Commission 
is not prepared at this time without further work to publish any specific 
projections in this area. The final report will attempt to fill this void 
in the present document. It would seem that failure to have specific expendi- 
ture projections does not impair the value of the balance of this report. 

A sound structure well adapted to and in conformity with the economic 
strengths and weaknesses of the Commonwealth should adjust appropriately 
to any reasonable level of expenditure by means of changes in rates. 



of Massachusetts on the property tax as a source of revenue. Not only 
does Massachusetts receive a far greater share of its total revenue from 
this source than do other states; but more Importantly the burden of the 
tax is excessive. It is the most regressive tax of all those in the entire 
tax structure and a real deterrent to economic expansion. The total levy 
on real and personal property, not including the motor vehicle excise, 
was $1. 4 billion in 1969. This burden was imposed on a property tax base 
which on an equalized basis (i. e. , if all property were actually assessed 
at full and fair cash value) amounted to $28. 2 billion. It amounted therefore. 



Recommended Sources of Revenue. 



The primary concern of the Commission is the over-reliance 
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to a tax averaging $49. 70 per thousand dollars of full value* Expressed 
differently, this tax is roughly the equivalent of a sales tax of 5% on the 
full value of the property, as if it were purchased and re-purchased 
annually. Consequently, the Commission begins its recommendations 
with a proposal for the reallocation of the overall state and local revenue 
structure— in terms of the percentage of the total received from each of 
the major revenue categories. 

For the fiscal year 1971, the proportions of the revenue 
sources are presently estimated as follows: 



Property taxes 54% 

Personal income tax 16 

Consumer and transaction taxes 14 

Business taxes 9 

, Miscellaneous taxes 2 

Nontax revenues 5 

Total 100% 



For the future, the Commission recommends that the 
property tax percentage be reduced from 54% to 42%, and that other taxes 
be increased accordingly. The model structure suggested by the Commission 
would be as follows: 



Property taxes 42% 

Personal income tax 21 

Consumer and transaction taxes 21 

Business taxes 9 

Miscellaneous taxes 2 

Nontax revenues 5 

Total . 100% 



These percentages would be written into the tax laws of the Commonwealth 
to serve not only as an indication of overall state and local revenue policy 
but also as an effective control, so that the overall structure would closely 
approximate the model in future years. 




12 . 

In the same manner, the revenue policy statute would 
specify which of the taxes levied by the state and/or local governments 
would comprise each of the above categories of revenue sources and the 
proportionate contribution to be made by each tax to the total for each 
category, 

The administrative, mechanism by which these statutory 
percentages would serve as a future control is spelled out in a later 
recommendation. 

Recommended Realignment of Responsibilities 

for Collection and Distribution of Revenues. 

The Commonwealth has delegated to the governments of 
the three hundred and fifty-one cities and towns the responsibility for 
carrying out certain governmental functions, mainly in the fields of 
education, public safety and public works. The unequal ability of these 
cities and towns to provide the required services is of great concern to 
this Commission. 

To meet the cost of local expenditures, the Commonwealth 
has limited its cities and towns to one tax source only, the real and 
personal property tax (including the motor vehicle excise). In addition, 
there are available certain nontax revenues, some federal aid and a state 
aid program currently providing approximately $380 million. 

But, even with state aid of this magnitude, the property 
tax (including the motor vehicle excise) accounted in fiscal 1970 for a 
total of $1. 54 billion or 8l7o of local expenditures, and even more significantly, 
717© of the total revenue of all cities and towns. 
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But the burden of the local tax, oppressive as it is, is 
not its worst feature. Even more unsound as a matter of fiscal policy 
is the fact that the spending needs of the cities and towns vary widely 
and with no relation to differences in the tax base. 

Some communities have a capacity to support their 
spending for each individual they are called upon to serve which is 
four or five times as great as in other communities whose service obli- 
gations are the same or less. Stated in another way, for similar per 
capita expenditures, certain communities because of their proportionately 
small tax bases are required to impose tax rates four or five times as 
great as others providing the same level of services. 

This situation of excessive overall burden and grossly 
uneven distribution on an individual city and town basis is further aggravated 
by the fact that the local property tax is a residual tax, that is, one utilized 
to meet all local revenue needs not otherwise met. As such, it increases 
annually not in proportion to local spending increases, but to that extent 
and to the extent additionally that other local revenue sources including 

state aid fail to keep pace with such increased expenditures. 

State aid to local governments has, tended to reduce to some 
extent the disparity between communities. The school aid formula in 

particular, was designed specifically for this purpose. But,, there is a 
multiplicity, of other programs approaching school aid in aggregate dollars. 
These are simply shared programs with the state aid amounting to , a uniform 

percent of total expenditure without regard to local ability. 

The Commission has been studying;a, plan under which 

current Responsibilities for, collection and distribution of revenues would 
be completely realigned. This would be done in a manner which will reHect 
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a more realistic appraisal of what are presently the relative responsi- 
bilities and functions of government at the state and local levels. Such 
a realignment of responsibilities would provide that v/ithin the stated 
revenue policy percentages described above (1) the state would levy 
sufficient taxes so that combined with other revenues it could appropriate 
annually to a Local Aid Distribution Fund an amount equal to some stated 
percentage (possibly 80%) of the total expenditures of all local governments 
during the f iscal year, and (2) in order for the state to collect a sum 
sufficient to make this distribution, the state be authorized to levy a state 
property tax, which would be assessed on an equalized (or actual full and fair 
cash value) basis, billed along with the local tax, collected locally and 
remitted to the state. The formula by which this very greatly increased 
amount of state aid would be distributed and the details of the property tax 
suggestions are described below. 

Proposals for a Revenue Policy Commission. 

If the suggestions of the Commission with regard to the 
adoption of statutory percentages for each category of taxes and for 
each tax within each category^are accepted as a desirable statement of 
future revenue policy, there must be established an administrative 
mechanlsmi which will annually review the revenues received from all 
sources and provide for the necessary rate changes in each tax in order 
that the proportions received from each source annually will conform to the 
recommended model. From the Commission's viewpoint, only a temporary 
benefit will be received iif tax revisions are made which will for a year or 
so achieve the goal of reducing the percentage of all revenue received from 
the property tax if no'control is established to Insure that the revenue policy 
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which initiated such reductions becomes a permanent policy and one 
which can be changed only after public discussion and legislative 
debate and vote. 

The administrative control mechanism which the Com- 
mission is exploring is a Revenue Policy Commission. 

The Revenue Policy Commission being considered by the 
Commission would be a permanent agency of the state government 
composed of seven members: the Governor, the President and the 
Minority Leader of the Senate, and the Speaker and the Minority Leader 
of the House of Representatives, ex officio, or their designees, and two 
additional members chosen by the first five, one the mayor of a city and 
the other the chairman of a board of selectmen of a town. Not more than 
four members could be of the same political party. 

The powers and duties of the Revenue Policy Commission 
would be as follows; 

(1) To carry on a continuing program of research 
in revenue needs and production, with statutory 
authority to require submission of information by 
dtate agencies and cities and towns according to 
standardized reporting systems; 

(2) To make annual recommendations with regard to 
any change in the percentage of total revenue to 

and from each individual source within each category; 

. (3) To make necessary changes in rates of taxes for 
the ensuing fiscal year, in order to conform to the 
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preestablished revenue structure, which changes 
will be submitted to the General Court and will 
have the force of law unless disapproved by both 
branches acting separately within thirty days 
after the convening of the General Court; 

<4) To certify the amounts to be appropriated from 
the state's General and Highway Funds as a 
transfer to the Local Aid Disti'ibution Fund; and, 

<5) To certify the amounts to be received by each 
city or town under the local aid distribution 
formula. 

The Property Taxes. 

In order to meet its own spending needs and to provide the 
distribution to local, government, the Commonwealth would need to employ 
not only the tax sources presently available to it but part of the property 
tax as well. This part of the property tax, it is proposed, would be used 
on a state-wide basis at such. a level that, combined with the local property 
tax, would produce an amount equal to the proportional share allocated to 
property taxes by the proposed revenue policy statute. 

This is the major change in property taxes which is being 
considered by the Commission. It has, of coimse, an historical precedent 
in the "state taxlV which was levied on the cities and towns, and Included 
as part of the total amount to be raised locally, until 1947. The important 
difference between the Commission's plan and the former "state tax" 
which was also raised through the property tax on an equalized basis--is 





that in the past the Vstate tax" was levied to finance state government 
costs, whereas the state property tax proposed by the Commission 
would be part of the revenues which would be collected for redistribution 



to the cities and towns as state aid. 

The state property tax thus levied would constitute by far 

the greater portion of the total property tax which would be paid by the 
Individual property owner. The local tax would be on an aggregate basis 
the amount required, after local nontax revenues and federal aid, to finance 
the remainder of the cost of local government not covered by distributions 

of local aid. 

The suggestions made herein would not be affected by the 
possible adoption of the proposed constitutional amendment permitting 
classification of property based on use for local tax purposes. The adoption 
of that amendment would open the way to consideration of further changes 
in the property tax system. 

State Property Tax. ’ 

Within the overall system being considered by the Commission, 

the state property tax would be set annually at a rate which when combined 
with the local tax, would yield approximately 42% of all revenues. The 
proceeds from this tax would be credited to the General Fund along with 
all other taxes and revenues- except those earmarked for the Highway and 
other funds; The General Fund would then finance the state's expenditures 
and the transfer to the Local Aid Distribution Fund. 

The Local Property Tax 

That portion of the property tax which would be raised locally 
would, under the Commission's proposal, be used for local purposes— to pay 
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for services to property by the local governmental unit* The Commission 
therefore suggests that all real property in a city or town pay some tax, 
except property of the United States Government which cannot constitu- 
tionally be taxed, churches, cemeteries, and other property which serves 
primarily the citizens of the individual community. This could be accom- 
plished in the following manner: 

(1) Owners of residential, commercial,and industrial 
property, except those determined to be hardship 
cases, would pay a tax at the local rate on land 
and buildings, including those now receiving what 
might be called personal exemptions — widows, 
veterans, the blind, and the elderly; 

(2) Institutions ctirrently exempt from property 
taxation—charitable, educational, literary, 
scientific, benevolent and others — could be 
taxed at the local rate on the value of their 
land but not buildings: 

(3) In a similar manner, the state, county, and 
municipal governments and possibly authorities 
would be required to pay the city or town a tax 
on the value of their land located in each com- 
munity, but again not on buildings* In the case 
of the state, this would be a replacement for the 
present reimbursement for state-owned land; 

(4) Forest lands and the property of urban renewal and 
limited dividend corporations would continue to be 
taxed in a special manner* 
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In addition, the Commission is considering a proposal 
that all personal property, except home furnishings in a permaneht 
residence and except^property presently subject to a state-levled 
excise, be taxed at the local level. Subject to resolution of certain 
constitutional problems, this could in addition include such property now 
exempt as inventories and machinery of manufacturing corporations, 
which in turn would be removed from the property base of the corporation 
excise. 

. Certain kinds of property--particularly the property of 
public utilities — are difficult to assess locally, and the present system 
of having some property assessed 'ocally and some assessed by the State 
Tax Commission is both illogical and inequitable. The Commission 
therefore might propose that the property- -other than real estate--of. 
electric systems, telephone systems, gas pipe lines, railroads, and 
other utilities be assessed at the state level and that each city or town be 
advised annually of the assessed valuation of that part of the system located 
therein. 

Exempt Property 

The Commission suggests that the exemptions now granted 
charitable, educational, literary, scientific; and benevolent institutions 
might apply against the state property tax, but not the local. This would 
mean that the cost of exempting these institutions because of their social 
value would be spread across the state rather than at present only in the town 
in which they are physically located. Thus, a community which now bears 
no cost for the exemptions granted a hospital, an university, a library, or 
charity but whose citizens make use of such facilities would be bearing part 
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of the cost of such exemptions. On the other hand, the communities 
which actually perform some services for the institutions— such as 
fire and police protection — would receive some revenues to offset the 
costs of such services from the local tax on the assessed value of the 
land alone. 

Personal Exemptions ■ * ■ ^ ^ 

It is proposed that the exemptions now granted to individuals 
such as widows, veterans, the blind and the elderly apply against the state 
tax- -except for exemptions granted because of financial hardship, which 
would apply on both the state and local level. 

The same argument applies here that applies in the case of 
institutions. The exemption is being granted either .because of financial 
hardship, because of widowhood, physical incapacity or age — and is not 
related directly to the city or town in which one resides. Therefore, the 
cost of relieving such persons of part of their tax responsibility should be 
borne on a state-wide basis --and the local tax would apply except in cases 
of financial hardship. 

Actually, a plan might be considered which ceased to treat 
this tax relief as an exemption from property taxes' but would instead 
provide tax relief through a direct housing subsidy for all widows, veterans, 
blind and elderly who qualified. Thus, persons who now receive no 
assistance because they are rent payers or dependent on others for housing 
but who are in identical circumstances could receive a similar subsidy. If 
such person were already receiving a housing subsidy through some form of 
public assistance, this could be taken into consideration and there would be 
no duplication. 
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state-levied Excises In Lieu of the Personal Property Tax 



It is proposed that certain personal property now subject 
either to the personal property tax or motor vehicle tax be exempt from 
both the state and local tax and subjected Instead to a state-levied excise. 

This would mean that the state would collect the motor vehicle exoise as 
well as determine the value as presently. Also, such other kinds of 
personal property which is now either difficult to assess or to locate- 
such as boats, airplanes, mobile homes, and travel trallers-would be 
subjected to a similar excise. Payment prior to registration would 
facilitate collection of these excises. 

Property Tax Administration 

The property taxes envisioned in this recommendation 

would be administered by basically the same agencies or officials as at 
present. Assessments would be made locally by local assessors. But 
we propose: (D that a program of state supervision, training and certi- 
fication of local assessors be instituted immediately; (2) that the salary 
of the positions of assessors be Increased commensurate with the training 
required; and (3) that all current assessors be given the opportunity to 

avail themselves of this training. 

The state, in turn, would continue to determine the equalized 

valuation for each community. But we propose: (1) that a much more 

accurate and complete equalization be determined than can be done 
presently with the limited number of personnel assigned to this function; 

(2) that the most modern methods and equipment be employed in the reporting 
and development of data for such equalization; (31 that the personnel Involved 
receive at least the same training as that given local assessors with such 
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additional training as might be required; (4) that current personnel be 
given the opportunity to avail themselves of this training; and (5) that 
there be close coordination between local assessment and the determination 
of equalized valuations. 

It is suggested that both the state and local property tax 
be billed at the same time on a two-part bill which would clearly show 
the local assessed value, the local rate; and the local tax due and the 
equalized assessed value, the state rate, and the state tax due. The local 
collector would then collect both taxes and periodically remit to the state 
treasurer state tax collections on hand. Also, the double payment system 
already in the new fiscal year law would apply to both taxes. 

The Personal Income Tax. 

The present tax on personal income is perhaps one of the 
most inequitable and inefficient taxes in the entire tax structure. Because 
the tax is levied at different rates on different classes of income, it falls 
most unevenly on taxpayers with identical incomes from different sources. 
Also, large amounts of income from some sources— such as Interest on 
savings deposits in any bank and net rental lncome--escape taxation 
altogether, thus making the present tax even more unfair. 

In addition, it would be difficult to devise a tax which causes 
more problems in taxpayer compliance. The tax return required of a 
taxpayer ineligible to file a short form because of the size or source of his 
income is complicated unnecessarily by the classified nature of the tax and 
the fact that exemptions and deductions apply against some classes of 
income and not others. 
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Finally, enforcement of the tax la hindered, especially 
any effective use of the exchange of Information possible with the 
Internal Revenue Service. 

For these reasons. It Is suggested that the present tax 

be revised In several ways: 

(1) That all kinds of Income be subject to the 

tax; 

(2) That the tax be levied at a uniform rate, 
without regard to source of Income; 

(3) That the Massachusetts return be simplified 
and compliance facilitated by requiring the 
taxpayer to show gross Income figures 
required on his federal return; 

(4) That certain kinds of Income which cannot 
be constitutionally taxed, such as Interest 
on federal securities, be deducted on the 
state return and that certain Income not 
taxable federally be added to the Income 
figures; 

(5) That there be applied against the gross Income 
thus determined, an exemption which would 
diminish with the level of total Income. 
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The Commission believes that the foregoing would 
result in a progressive tax; one with a much simpler return and the 
possibility of most taxpayers being able to file a short form; one 
which can be easily enforced through the exchange of information 
with the federal government; and yet one which does not tie the 
Massachusetts tax directly to the federal tax but retains in the Comm-* 
wealth the basic decisions as to which income will be taxable or exempt* 
The Commission is concerned about the bxtra burden 

j 

borne by taxpayers who pay to send their children to nonpublic schools 
while contributing to the support of the public schools through their 
local taxes. The solution which the Commission is considering^ 
assuming that there is no constitutional obstacle to it, is to give the 
parents a fixed credit against their income tax for each child actually 
attending a nonpublic school* 

Nothing in these recommendations is incompatible 
with possible future constitutional changes to allow a graduated Income 
tax. 
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The Consumer and Transaction Taxes* 

Within the proportion of the total revenue which must be 
derived from consumer and transaction taxes, the Commission suggests 
the following course of action with some alternatives. 

The first step which should be taken is the imposition of 
the retail sales tax on certain articles which were subject to special 
excise taxes prior to the enactment of the retail sales tax on April 1. 1966. 
i.e. motor fuels, cigarettes, and alcoholic beverages. The reasons for 
this decision have been well expressed by the leading writer on the retaU 
sales tax. John F. Due. State Sales T ax Administration, pp. 193-4. 

"The most unfortunate of all the major 
exemptions is that of goods subject to special 
excises. The purpose of the exemptions has been to 
avoid a form of 'double taxation. ' the taxing of one 
commodity by two different taxes. Actually, there 
is no justification for such exemptions and there are 
some very good reasons for not providing them. If 
the excises were regarded as justifiable prior to the 
use of the sales tax. there is no reason why the 
relative burden on these commodities should be 
reduced when the sales tax is Introduced. If the 
combined burden is regarded as excessive, the 
downward adjustment should be made in the excises, 
not by exempting items from the sales tax. This 
kind of exemption complicates the operation of the 
sales tax. Vendors must insure that the tax is not 
applied to the items and must therefore keep a 
separate record of their sales. This is often not 
done accurately, audit is complicated and made more 
time consuming, and the way is paved for some out- 
right evasion. It is far more satisfactory to apply two 
taxes to the same item than to exempt it from the 
general levy. This argument is particularly relevant 
to cigarettes, which are sold by very large numbers of 
vendors, many with poor records, and virtually all of 
whom sell other goods as well. But it also applies in 
large measure to liquor and gasoline, " 
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For purposes of administrative simplicity, the Commission ^ 

feels that the present special excises on meals and room occupancy, now 
imposed at the rate of 5. 7%, should be brought under the retail sales tax, 
even though this would mean some loss of revenue. There would seem to 
be no reason in equity why these two items should be subject to discrimi- ; 

natory rates. Furthermore, bringing these items under the general retail 
sales tax would qualify taxes on them for deductibility under the federal ' 

income tax which is not presently the case. i 

An additional item which is not presently subject to any tax, 
alcoholic beverages consumed on the premises, would seem to be an 
appropriate subject for taxation. While such beverages, if consumed as 
part of a meal, are presently subject to the meals excise, they are not 
taxable if no meal is involved. There seems to be no logic in this exemption, 
and its elimination would reduce the revenue loss resulting from transferring 
the tax on meals from the present special excise to the retail sales tax. i 

With the revenue from the sales tax thus increased, if additional 
revenue is still required to make up the total proportion from the categqry 
of taxes there are two courses of action possible: (1) extending the retail 
sales tax to sales of certain kinds of property or certain transactions not 
now taxed; (2) increasing the rate of the tax. 

Sales or transactions which might be taxed arei (1) dis&dlowance 
of the trade-in value on purchases of motor vehicles, boats, and airplanes; 

(2) machinery and equipment used directly in manufacturing, etc.; (3^ utility 
services, gas, electricity, water, telephone; (4) certain personal services, 
such as repair and installation charges, professional services, amusement 
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and recreation services; (5) apparel; and (6) food. 

In addition, the Commission recommends an increase in 

the motor fuels tax. not only because the current rate is relatively low 
but because this would provide funds for the Highway Fund which could 
be transferred to the Local Aid Distribution Fund for aid to cities and 

towns for highway purposes. 

The Business Taxes. 

The Commission's basic concern in this area is that this 
category of taxes especially, but also the entire revenue structure in 
genera?,, contribute in every way possible to bolstering the economy of 
the commonwealth, encouraging commercial and industrial expansion, 
and creation of new employment-especlally In the falling manufacturing 
sector of the economy. Therefore, it has been urged that the proportion 
of total revenues from this source not be increased. However, certain 
changes in taxes within the overall category are worth considering. 

One change which is under consideration is that all excises 
levied for the "privilege of doing business" be measured by some measure 
of net income allocated to Massachusetts and that present taxes measured 
by deposits, tangible personal property, or premiums be discontinued. 

There are two arguments for this proposal: (1) the business, whether It 
is a business or manufacturing corporation, a commercial bank, a savings 
or other thrift institution, or an insurance company, would pay a tax only 
If and to the extent that it was in fact a profit-making venture; (2) if personal 
property is to be taxed locally, if the proceeds from intangible property- 
saving. depo.it.-are to be taxed as income, or If machinery and equipment 
are to be taxed under the sale, tax at the time of purchase, then the neces- 
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The argument that the state needs these measures as a stable source 
of revenue in times when net Income falls off is of doubtful validity 
when the small proportion of total revenue which is received from this 
source is considered. 

A major change in which this proposal would result is 
the manner of taxing Insurance companies. The Commission certainly 
has no desire to further complicate the present situation in the Insurance 
field in the Commonwealth. However* it is felt that taxing Insurance 
companies according to a definition of net Income --as does the federal 
government--ls preferable to one based on premiums. Also* it would 
be extremely difficult to work a premium tax into the automatic rate changes 
contemplated by the revenue policy statute. In the case of an Increase in 
the premium tax rate* the retaliatory provisions of the laws in other states 
would have an adverse effect on the taxation of Massachusetts companies. 

Miscellaneous Taxes. 

" r With respect to the inheritance tax* and taxes on horse and 
dog racing and proposals for new taxes from legalized off-track betting* 
the tentative views of the Commission can be summarized with relative 
ease* although certain specific numbers and other details remain to be 
supplied after further research. 

Inheritance Taxes 

Consistent with the views of the prior Special Commission 
on Taxation and the recommendation in its report of April* 1955* the 
present Commission is disposed to recommend that the inheritance tax 
be abolished prospectively as of the date the new law is effective* and that 
as to all decedents dying 'thereafter an estate tax be substituted. It would* 
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if this concept be the final recommendation, further be proposed that 
the present exemption as to domi ciliary real estate held as tenants by 
the entirety be eliminated, and that there be incorporated In the new law 
a true exemption (in a dollar amount not presently determinable) and a 
marital deduction. Subject to certain necessary adjustments (as to real 
estate outside Massachusetts, for example, as to which the Commonwealth 
has no Jurisdiction as to residents, and a converse problem as to non-resi- 
dent estates), the gross reportable figures would be taken directly from 
corresponding figures on lines of the federal estate tax return. In estates 
calling for such a return. 

It will probably further be recommended that for estates 
of decedents dying before the effective date of the amendatory legislation 
an Incentive, In the form of some stated percentage discount from the tax 
as otherwise computed, be introduced to encourage prepayment on a dis- 
counted basis of taxes on future Interests. 

In general, the proposal would probably follow the federal 
law as to treatment of powers of appointment and similar refinements, 
with certain qualifications possibly to be Incorporated, as suggested in the 
report of the prior Commission, to avoid retroactivity. 

Unlike the prior Commission, we are inclined to recommend 
adoption of a gift tax, with rates and exemptions so keyed as to yield roughly 
two-thirds of the burden of the estate tax. 

Detailed presentation of these concepts must await the 
drafting of proposed specific legislation. 
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Racing Taxes 

\Vs presently contemplate no recommendations for 
significant change in the taxes on horse and dog racing. Obviously* 
Massachusetts must follow and study with interest the experience of 
England* and more recently of New York State, with various forms of 
taxation on legalized off-track betting. At the moment we believe the 
experience and data as to problems and yield are too fragmentary to 
permit a specific recommendation. 

In summary* it may be said that we look for no significant 
increased relative yield from these taxes* although there will probably 
be dollar sum general and proportional increases attributable to inflation 
and decreased value of the dollar. Massachusetts already relies on death 
duties for a larger proportion of its total tax collections than all but a few 
of the other states* and it would seem unwise to increase that relative 
dependence. The proposals in the area of a shift from inheritance tax to 
an estate and gift tax are aimed rather at reducing the administrative and 
collection burden* at facilitating audit and control* and at conforming more 
closely to the federal structure and philosophy without yielding the Common- 
wealth's prerogatives in respect of social policy to federal domination and 
control. 



Nontax Revenues. 

Within the amounts of revenue required from this category 
of revenue, the Commission suggests several changes: (1) that certain 
licenses, fees, and other charges be increased in order that the actual 
cost of the charge for service performed be recovered; (2) that fees 
charged by registration and regulatory agencies be set at amounts which 
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would make such agencies self-sustaining; (31 that proper enforcement 
be maintained of family support and third party payments for patients 
in state institutions and that adequate personnel be provided in agencies 
concerned to perform this function; and (4) that registration fees for 
motor vehicles, particularly for trucks and trailers, be increased lO at 
least the average fees for such vehicles nationwide. 

Distribution of State Aid to Cities and Towns. 

The proposals of the Commission with regard to the 
revenue policy statute, the creation of a Revenue Policy Commission, 
and revision of present tax laws would result in the state government 
receiving Initially by far the major share of total state and local revenue. 
Each city or town would have the local share of the property tax available 
for Its purposes and would receive from the Local Aid Distribution Fund 
a share of state tax revenues. All state revenues (including the state share 
of the property tax but excluding highway-use taxes) would go Into the 
General Fund for appropriation for state purposes and for transfer to the 
Local Aid Distribution Fund-without regard to source. Also, some portion 
of the proceeds of the motor fuels tax would be credited to the Local Aid 
Distribution Fund. The amounts transferred would be equivalent to a stated 
percentage of the cost of local government in the preceding fiscal year. 

The funds thus avaUable for dIstrlbuUons as state aid to 
cities and towns would be distributed as follows: 

A. School Aid 

1. Amounts determined as due under the 

School Building Assistance Fhrogram. 
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2. An amount per child in average daily 
membership equal to 90 percent of the 
average cost per child in the Common- 
wealth for the preceding fiscal year, or, 
if lesser, the amount per child actually 
expended during the preceding year. 

B. Highway Aid 

Amounts transferred from the Highway 
Fund would be distributed to meet a 
share of local highway costs--on a formula 
based on several factors including but not 
limited to road mileage and population. 

C. General Government Aid 

The balance remaining after payment of 
school aid funds and highway funds to each 
city and town in proportion to its population, 
or according to other relevant factors. 

In developing an equitable program for the distribution of 
significant amounts of state aid from the Local Aid Distribution Fund, certain 
considerations had to be kept carefully in mind. 

First, the plan had to provide a strong incentive for careful 
and prudent spending policies at the local level. Second, although the education 
function of local government absorbs approximately 50 percent of local spending 
in the aggregate, the proportionate spending larger communities on non-school 
functions tends to be substantially larger than in the smaller communities. 

Third, it is a matter of long-established Massachusetts public policy that 
educational needs shall have primacy of claim on available public funds. 

In the light of these cqnslderations, the program as recom- 
mended provides for no distributions of any kind based on fixed or varying 
percentages of actual expenditures. As to the school aid formula, actual 
expenditures of an individual community may become relevant, but only as 
an upper limit if they fall below the state per capita average. While the 
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Coinitionwealth would be cominltted to raising, by state~wide taxes, the 
prescribed percentage of the total cost of local government in the 
preceding year, the maximum available share of each particular community 
would depend, not on its own expenditures, but on its objective needs as 
measured by its school population, and its total population, or other 
relevant factors. 

With respect to the school aid measure, it Is Intended that 
each community shall have available to it from state funds, the full 
amount required to meet a basic minimum standard of acceptable educational 
programming, beyond which point It would provide for Itself out of its own 
property tax. 

As to general government, the same would be true. The 
share of each community In the residue of the Fund would be exactly the 
same on a per capita basis, except as other factors may be Introduced. Its 
expenditures beyond that level for general government would be entirely at 

the expense of Its own property taxpayers. 

The formulae for distribution here presented are elementally 
simple and designedly so. Far more complex provisions have been adopted 
in the past with the laudable objective of achieving greater equifrf in proportion 
to their complexity. It is not demonstrable that such plans have achieved 
their purpose, particularly those with built-in incentives. To the contrary, 
incentives to spend, particularly for education, have more often than not 
merely brought additional state funds to the communities least needing them. 
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The proposed program is c ie attempting to meet the basic 
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mininnim needs of all local governments for school and non-school purposes 
through the equitable device of state-wide taxes* leaving to the local decision 
and local expense the provision of government service beyond that point. It 
is offered as one resolving* as far as practical* the inequities necessarily 
resulting from a fragmentization of government into three hundred and 
fifty-one independent pieces. 
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COHCRESS COWSID EH U I C PROP C m TAX 
XXLXEP FOR LOtf^mCOHE ELDOLY 

CoogfessMoi tienry S. Reusi (Den.* 
Vis>) ttfs introduced e bill Into the 
House of Repreientetlect thet will 
prorlde tamm relief Cram property 
texts for low^lncoae elderly. The 
bill* R.1U 68S3« is designed to ellow 
either e credit or refund of federsl 
Incone taxes £or s percentage of the 
property taxes paid by elderly hone 
owners or renters. In order to 
qualify for the credit or refund* the 
person nust be orer 65 and hare a 
total yearly Incooe of less than 
$3*700. 

The plli^t of the lotr»ificoM 
elderly taxpayer is well known. These 
cititens often pay as ouch as one- 
third of their total Incase In pro* 
petty taxes. Many are being forced 
out of hoses that they worked and 
paid for years ago but can no longer 
afford to keep. 

R.R. 6883 will provide relief by 
peniittlng those sdio qualify to credit 
up to 75X of their property taxes 
against their federal fneose tax. If 
the citiacn qualified but does not have 
any incose tax liability* he will be 
entitled to receive paysen: frou the 
federal govemsent for the aa»unt be 
would have received as a tsx credit 
if he had been liable for taxes. 

For exanple* if a qualified person 
would be entitled to a $100 deduction 
iron income taxes but did not have 
efficient Incose to have any Income 
tax liability* they would receive a 
check for $100 from the federal 
go v ernment. 

according to Congressman Reuss* 

**The refund or credit Is intended 



to offset only that portion of the 
property tax that is well in exceas of 
what can be considered s fair burden. 

It works like this: 

"Property taxes are considered onus* 
ually hl^ if they exceed a certain per* 
centage of household income. This per* 
centage Increases as household Incose 
Increases. After detetalnlng the amount 
of the tax sdilcb Is excessive* 75X of 
this Mount is credited or refunded." 



The formula used to determine the pre- 
cise amount that a person may dediKt is 
quite coag>llcated. The following table 
lists the slae of the credit or refund 
idilch* If the bill is passed* will be 
available In some represenutlve cases: 


Property 


Total house- 


Credit or 


Tax 


hold Incooe 


Refund 


$100 


$1000 


$63.75 


$200 


$1000 


$138.75 


$300 


$1000 


$213.75 


$100 


$2000 


$7.50 


$200 


$2000 


$82.50 


$300 


$2000 


$157.50 


$100 


$3000 


$0.00 


$200 


$3000 


$0.00 


$300 


$3000 


$56.25 



In order to prevent abuses* the bill 
provides that tne applicant nust list 
all forms of money income. This Includes 
nontaxable income* such as social security 
veteran's dlssbillty benefits* public 
assistance payments* and railroad retlre- 

(cont^__cpw__2j_E^ J 

SUBSCRIPTIOR POLICT CHARGED 
A change in the subscription policy of 
the Property Tax newsletter was announced 
In last month's newsletter, fhose In- 
terested In continuing to receive the 
Newsletter should be sure to read the 
explanation on page 4 . 
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ATLAnA KCAPmlSAS. VOUCO 

w cam sun 

A cl«ss action lairmit by 5 pro* 
party ovneri in Fulton Co«, Ca«, hai 
resulted In a court order roldi^ a 
reappraisal conducted In that county 
by the «ass appraisal flni of Cole* 
Laycr*Truafclc. The effect of the 
court order Is to retire the City of 
Atlanta, Fulton Co., the city and 
county school boards of 9 other local 
g u s ens aents oust base their 1971 tax 
levies on last year's assessuents. 

The reappraisal was the result of 
a 1968 $1.2 nllllon contract with the 
Cole*Layer*tnnble CO* for a reap* 
pralsal of the 185,000 pieces of pro* 
perty In Atlanta and Ftilton Co. , the 
first coag>lete reappraisal In the area 
In 15 years. At present, pchllc offl* 
cials have not Indicated an Intent to 
appeal the court decision. 

The lanrsuit was bated on two theories; 
that the County Tax Assessor Board could 
not legally delegate their responsibility 
to the flm and that the appraisal Itself 
was defective because of Inequities be* 
tween properties. In Its opinion the 
Court agreed with the citlacns In both 
contentions. The Court stated; 

• . .[T)he Board [of Assessors) 
cannot under law supplanC Its 
own Judgnent hy adopting the 
appraisals wade by the engineer* 

Ing specialists. The Board my 
use such appraisals to assist It 
In naklng revaluations of taxable 
property, hut the law conten* 
plates 'hise” to wean the fomlng 
of independent Jod^ent based 
upon studies of the sid>Ject ap* 
praised properties. . . . 

Because there exist Intaaerahle 
Inequities and lack of unlfomity 
groi^g out of the reappraisal 
... If the Board should approve 
the appraisals of Cole*Layer* 
Tnaable and enter asseasoents 
based upon the appraisals ... 
there would be a clear and afflr* 
native showing that the difference 
existing Is an Intentional dls* 
crimination. 

Thus, the Court held that, becauee 
of Inadequacies In the appraisals made 
by the firm, it would be Illegal dis* 
crimination for the Board to rely on 
the firm’s work In making tbelr own 
reappraisal. Even under the Court's 



own standard of limiting the Board*s 
use of the mass appraisal to aiding In 
tha Board's ewn jiad^aent of value, the 
Board nay not use the Cole*Layer*Trunble 
reappraisals because of Inequities 
within It. 

The Atlanta action la the second 
court wictory hy property o«fners In 
recent weeks. In Fort Vayne, Indiana 
a slnllaT emirt order was issued in a 
citlxen*s class action suit voiding a 
reappraisal done in that area hy the 
sme Cole^UT<r*Tcunl>le flm. In both 
suits, the courts found that the public 
officials could not properly delegate 
tbelr official duties to a private flm 
and that the reappraisal conducted by 
the private tivm waa defective. In 
the Fort Vayne suit, ho we ver, the Court 
pemltted the use of the reappraisal 
during the current year because the 
local govetnoents bad relied upon It In 
conplllng the cuiT e nt year's tax digest. 



(ntOPEXTT TAX Rn.tEF, fron p. 1, col. 2) 

nent benefits. In addition, the bill 
limits to $310 the anount of property 
taxes that can be used In combing 
relief. Thus, If a householder lias 
property tax payments of $400, he can 
only use $330 of that In coogmting his 
refund or credit In the above table. 

The bill Is closely modeled on Wls* 
consln's Hooesteed Relief Act, «dilch 
was passed in 1964. tn fiscal '70, It 
provided tax relief of $7.2 million to 
74,000 low*income elderly Emilies, an 
average payment of about $97. The total 
relief granted was less than one per 
cent of total property tax collections 
In that state. 

Those Interested In tbls bill may 
receive ctpies from Rep. Reuss, 2159, 
Baybjm Rouse Office Bldg., Va^lngton, 
D.C. 



REVS BOTE 

tlXIROlS; An Illinois court has held 
that an 1655 special charter under «dilcb 
Rorthwestem U. 's coonerclaX properties 
have been exenpt from real estate taxes 
"denies equal protection of the law", at 
least to other universities not receiving 
similar treatment. The local assessor 
estimated that, as a result of the de* 
clslon, the local go vern men t would re- 
ceive an additional $160,000 In tax 
revenues annually. 
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ijnrESTlCATlVE REPOKTtJC: 

AX DWWTAJCr root IX D lSCtX)StXC 
tHOrCXTT TAX OTXJfUITttS 

During th 9 Inst 9 aonths. 3 nftjor 
tMfws|>s|Mrs In vlilnly sepnmtnd psrts 
of the country hare dlsclotei!, through 
inrcstLsetlec refKirtiAg, serious Inequi- 
ties in the adodnlstrstiaa of the pro- 
ptrty tn* In tbelr localities. Thtou^ 
detailed research and interrievs by re- 
porters, these nevspapers pot together 
accounts of ■aladnlnistratlon ranging 
fron Slagle inefficiency to elrtual 
crlnlnal conduct. 

Unfortunately, It is often lapossible 
to find a ncirspaper vllllng to print 
stories repealing favorltltts In pro- 
perty tax adtadnlstratlon. The reasons 
for this rary but are often tied to the 
fact that Influential ■cabers of the 
conmlty— soBCttes the papers them- 
selves— are beneficiaries of preferentUl 
asscsswnt. Citizen gro«S>* ^ encour- 
age oeuspapers to provide a ggr essive and 
objective coverage of property tax breaha. 
Providi^ the reportera with leads and 
infoTMtion that the groups have devel- 
oped will cn^le the reporter to do wich 
note ccoq>lete reporting. This also aids 
the novice reporter in his initial in- 
volvenent in the coeplicated area of 
property taxation. 

&uB^>les of the result of investi- 
gative reporting are included i« 
issue of the Xewsletter in the following 
articles rerlewing the results of 
recent reports by a Rew Jersey end 
a Massachusetts paper. Citizens are 
urged to contact their local papers 
or reports to encourage their Involve- 
uent in investigative reporting of 
property tax inequities. 



''Boston Evening Globe Discloses 
Inequities in SataBerville** 

In a copyrighted article, the Boston 
Cveninx Globe reported an In-depth 
Investigation of the assessor's office 
in S uBMservl lle, a Boston s iibu tb. The 
Globe Investigation revealed that; 

.*An assessor received a half inter- 
est in acres of prine aebuxban land 
after giving its owner several 
ahatenenta— tax reductions based on 
"overvalae" of prtperty. 



—The assessor paid "less than $100 
for the tiibutban property according 
to titc deed, and it later sold for 
$ 112 , 000 . 

—Another Somerville assessor as- 
sessed Ms own brother's business 
and defended his action by pointing 
out that other board neobers assessed 
their own boams. Be told the Globe 
he thou^t this was 'Verfectly all 
rliht." 

—rive parcels, "secretly** abated 
in 1966, were discovered this year 
entirely by accident. The assessing 
board chainaan at the tlm now in- 
sists it "didn't happen" because he 
would rencsber anything over a "few 
bucks". The potential tax loss is 
$310,072. 

**One large retroactive abatement 
was granted last year in a closed 
■eeting, without the knowledge or 
vote of the board's own chairmn. 

•-A foraer city official vdjo served 
as the assessBwnt departmnt's law- 
yer, started frou scratch 6 years 
ago and has aatssed property aaoenting 
to about $2.4 million on paper. 

—The Voodbridge im. owned by a 
f onse t mayor and assessor's brother, 

has a paper value of more than 

$800,000, yet is assessed at $50,000. 

—The president of the Woodbridge 
Corp. is a former mayor wbo is also 
vice president of 2 merged Rational 
Banks that lent his enterprise 
$750,000, a possible abuse of deposi- 
tors' funds, since the loan exceeds 
the value of the property. 

—In a stralgjit quid pro quo, the 
board allowed a former alderman's 
renovated apartment to be assessed 
at $2,000 after the official had 
ptbhsed a 150 per cent pay increase 
for the assessors. 

The article identified the assessors 
involved in each of the transactions and 
the developers or businessmen sdio re- 
ceived the preferential treatment. The 
paper concluded that, based on their 
random sanple of 9 dubious abatements 
and gross underassessments, Smnervllle 
had been deprived of $101,173 in taxes 
in a 4-year period. 
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**Dally Advance Xcmealt 
tfiequlticf In Hew Jersey T««n** 

The Delly ^smee of Doycr, H»J., 

In e series ot^rticles that ran al^st 
a M»th» dlscloted gross disparities 
in assesfents of residential property 
vrithin llorrls Co* The series also 
probed the serious difficulties tax* 
payers eoco o ntaf «dicn they tty to 
appeal their assessaent* 

One of the problems hl^ll^ted by 
the articles vas the differing stan* 
dards of assessnent vithin the county* 
Assessors in one ccaamlty, for example « 
operate on policies that result in 
exenptions for certain fixtures and 
laptoTesents, idille on a similar pro* 
petty In an adjoining caanunity, the 
assessor operates on co^letely op- 
posing policies* The r e poH stated; 

Ondcr the present assessing 
syatea* ea^ coaaamity nay 
differ sharply on judging 
the ealoe of the bouse* There 
is no protection against 
inequities for the earner «d>en 
it cornea to p^lng his portion 
of the county tax load* 

Mo one, boweyer, tias the Job 
of insuxing that the indl* 
yidual booeovner In one coci* 
wnity pays an equallaed amo«mt 
in co im ty taxes In coo^rlson 
sith those paid by the residents 
in another Norris County 
coenamity* 

Another problas discussed in the 
articles is the underassessment of 
large tracts of land* Land idiich is 
bought for speculative purposes, it 
vas shown, ftequently is held isider 
low assessment for years, even thou^ 
it has been ap proyed for sdbdlyision* 

In one case, a large parcel had been 
approved for a najor housing project, 
yet vas still being assessed as un- 
developable property, resulting in 
a discount of up to SOX of the fair 
fsarlcet value of the property* 

Some exangvles of disparities found 
by the Advance Include: two houses 
assessed at the saae value but with 
differences In sales prices of almost 
$18,000; a $3000 disparity In the 
assessment of two houses with the 
same sales value but located In dif- 
ferent coonunlties; a list of free 



ii^rovements in one area of the county 
idiich are considered taxable items in 
other parts of the county* 

In respAise to the articles. Mayor 
James Sprov ann o u n c e d that a coemittee 
wwld be formed to review proposals 
from four firms in order to get a 
reassessment under way as soon as 
possible* 



MtMLtOCRAm COirr iiUED 

The follovif^ is additional blblio* 

graphic material; 

Balk, Alfred. The Tree List. 1971* 
Available from Mussel 1 Sage Foun- 
dation, 230 Park Avenue, M*T», ll*T* 
10017* $7.50. 

Becker, Art hur P» Land and Building 
Taxes* TRCD 1966* Available froa 
the n* of viaconsln Press* $8* 

Gaffney, Mason* Extractive Resources 
and Taxation* TSCD 1964* Available 
from the U* of Wisconsin Press, 

Box 1379, Madison, VU* 53701. $8. 

Holland, Daniel* The Assessment of 
Land Value* TRED 1971* Available 
from the U* of Wisconsin Press* $10* 

n*S* Dep artmen t of Agriculture* 

Taxation of Farmland on the Rural* 
Utbmi Fringe* 1967* Available ftxia 
the S«q>erintcndent of Oocmaents, 
Government Printing Office, Washington 
D*C. 20402. 



SCBSCRIPnOR MATES TO CHAMGE 
As of Hay 1, 1971, the following sub- 
scription rates for the newsletter will 
be in effect on an annnal basis to 
cover production costs: 

Individuals $2*00 

Business A Professional Ficma $3*00 
Individuals and firms idio have already 
paid the $3 rate will continue to re- 
ceive the newsletter until their year’s 
sid)Scrlptlon expires* Individuals idio 
have been receiving the Newsletter at no 
cost should send $2 by Nay 1 in order to 
remain on the mailing list* Firms idiich 
have been receiving the Newsletter at no 
cost should send $3 by May 1 in order to 
main on the smlUng list* If you are 
not now a subscriber, or you are pre- 
sently receiving the Newsletter at no 
cost, please fill out the form on the 
last page, if yon wish to receive the 
Newsletter after May 1* 
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nousc uxetvcs Bitx to rclicve 

mOPCRTT OF tOCCATIOIf COSTS 

C4XigrcsiMi John 0* Dow (DMKirr) 
hai introdac«d a bill Into tbe Boom 
of Rcpreseiitatlwi dail<n«d to 
coaragc itoto yiaf nmnti to asaottc 
the coats of e4acatl<m« thereby re* 
lieeLng the local goeemaeotal onlte 
and the prop e r ty tax of ooch of thle 
coet* Under the bill, the federal 
goeemoefit will relaterae each state 
for 501 of the Increesed cost aboee 
the local share idilch the state asstaaes 
froo one year to the nextf 

The bill's fotsula Is Intended to 
reduce the local property tar by s<sae 
or all of the 55t of the total nation* 
vide cost of pPblic schools idtlch the 
property tax new bears, thder the 
bill's fdnnla^ the state tpoald pro* 
Srassleely assiae nore or all of the 
local school costs In return for a 
SOX. one*tlaK, federal boons In 
consideration for their action. This, 
of course, vcnld resnlt In a rise In 
state Incone or other tax levies. 

Under the bill. In order for a state 
to qualify for the pro g t a a It «nst be 
responsible for SOX of the edocatlonal 
costs (exeladij^ federal paynetts) In 
tho state at the tls« It applies for 
the ptogran. For enq^le. If the total 
revenoes ex pend e d on elation Is 
ttllllon and the state provides $20 
nllUon, it «ost increase Its share In 
order to qualify. Thos, If the fbl* 
loving year the state prides $30 
million and the local goveraaent $10 
million, the state woold be entitled 
to $5 million from the federal govern* 
ment. If, daring the follcwlng year, 
the state provides $35 allllon and the 
local governments $5 adlllon, the state 
vonld be entitled to receive $2.5 
million from the federal government. 

Introducing the bill. Rep. Dos 
escplained: 

By bill is directed at the 
local property tax idilch is 
a very inadeqoate and anti* 
qoated vi^lcle to nse for 
the fondlng of oar edexsa* 
tional systems, local people 
In many states like Pev Totb 
are serloasly strapped by 
this tax. ... I feel that 
this legislation woold pro* 



vide the required Incentive 
to the states to pick op the 
edocation burden. The formula 
In the legislation allovs a state 
to ease tovatda thla goal or 
move mach more rapidly. The 
key factor being that state tax 
dollars woold be substituted 
for local tax dollara .... 

The local property tax under 
this proposal mould then be freed 
for those local services soch 
as police, fin, mater, and 
sever, ro a dhe a y s and other muni- 
cipal services, to this may, t 
feel our cltlxena vlll better 
understand who is nsponslble 
at each level for providing the 
services. 

Copies of the bill mmy be chtalned 
from Congressmen Dov's office, 23S 
Cannon Boose Office Bldg., Washington, 
D.C. 20515. 



BDIBCSKnA TAX STUUr 

The Klnnesota Tax Study CuamsUtee 
recently released a stody^ conducted for 
It by Development Kesear^ Associates, 
on the tax strtsetun of Klnnesota. Sobk 
of the statistics garnered In the study 
idilch have relevance for other sutea 
appear betov. Copies of the study may 
be Obtained from Ddvntovn Coimcll of 
Klnneapolis, 15 So. 5th Streert, Hinnea* 
polls, HLnn. 55<»02. 

PROPCKIT rms AS A FnKXBtAGE OF nCOTK 
FOB A FMOLt OF fOOB, $12,000 tBOOM:, 
$24,000 TKHE (1969); 



Atlanta 




4.65X 




Chicago 




6.22 




Dallas 




3.79 




Denver 




4.A4 




Kansas City, 


Bo. 


3.71 




Kllveidcee 




8.42 




Oakland 




5.33 




Omaha 




6.19 




St. Louis 




5.14 




PROPESrr TAXES AS A 


PERCEirCAGE 


OF mSXEt 


VAUX FUR A HOW WORTH: 


$50,000 




$10,000 


$30,000 


?Unneapolis 


1.79X 


2.62X 


3.22X 


Atlanta 


1.30 


2.17 


2.35 


Chicago 


3.11 


3.11 


3.11 


Dallas 


1.67 


1.95 


2.05 


Denver 


2.23 


2.23 


2.23 


Kilvaokee 


4.22 


4.22 


4.22 


Kansas City, 
Ko. 


' 1.78 


1.78 


1.78 


Oakland 

Omaha 


2.14 

3.10 


2.74 

3.10 


2.86 

3.10 


St. Loixia 


1.82 


1.82 


1.82 
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V»CDItA CROin’ REtXASES STUDY** 

sms DisdUKtiunoii acatkst hokeoukers 

A detAlM itittfjr r«leat*d thli J«n* 
uiry by a group of Alaxafidri«« Va* 
taxpayara dafeonstratct that substantLal 
Inequitiai bctvacn tiico«e*pTodiiciiis 
property and rcaldcntlal property exlet 
in that city* The city aiacsfor recently 
retigned hit poit» though denying hla 
retigna^ion had any connection with 
the stody* In an attenpt to Juttify 
its procedtttest the cily contracted 
vith a private appraisal flm to per* 
fora an audit on the properties within 
the city* The resulting re po r t » based 
on an evaluation of 643 properttes* con* 
eluded that "the degree of unlfonity 
within clattet of the Alexandria 
astessaenti" were far better than in 
aany cities in idilch the appraisal flx« 
operates* 

The taxpayers’ report » on the other 
hand, co v e re d nearly 1000 private hoBes* 
23 gardcn*type apartBents* 20 hlgh*rlse 
apartaenta» five hlgh*rlte office bull* 
dings* and two shopping centers* FToa 
a careful study of the infotaation 
gathered about these properties* the 
grocg> concluded that "the assessaent 
of private hones is based essentially 
on sales in the surroundt^^ areas* and 
that they are appraised at a far higher 
percentage of such sales than is the 
case vith lncoBK*producing properties*" 
The report vent on to allege that "the 
result [of the netbods «xsed by the 
aaseasors] is that hoaeown e rs pay the 
taatfnasa In real estate taxes* idille 
lncane*producing property owners pay a 
ninlnm In real estate taxes*" 

The taxpayers’ gr ou p discovered that 
the average increase in appraisals forr 
469 homes since 1965 was 34X* lAlle 
the average increase for 12 apartments 
was only Tl. The report d e m onstrates 
that the average real property taxes 
psid by honeowners are 3 times greater 
than the average paid by apartment units* 

The essential problem focused on by 
the rep o rt if the fact that the assessor 
applied different methods of deteminlng 
fair marlcet value to residential and 
lncoBe*prodocing property* The report 
stated; 

In the absence of bona fide 
comparable sales* the appraiser 
evaluating apartment and con* 
merclal properties may use one 



or more of several substitute 
methods* called "approaches" 

[to determining value]** 
reproduction cost* market* and 
Income* There is no stan^rd 
practice as In the case of 
evaluating private bones * * * • 
Just how the appraiser evaluates 
the results of the various 
"approaches" taken In appraising 
inc<aM*producing properties 
depends on the appraiser* Sun* 
natixing* it appears that all 
too often the practice la to 
take the loweat apprslaal poa* 
sible* sometinea even lower than 
the lowest of any of the results 
the "approaches"* The present 
<.Mtude of the appraisers seeas 
.. to ae.t on Ineoma^ptoduclng 
V L n erties as though tb^ are 
in' - o**rax consxiltants helping 
tN Ir «.Licnts, instead of being 
ifg>artial appraisers of real 
property ^dio are c^loyed by 
the city* 

The report docuaented serious dis* 
psrity in treatment on appesls* The 
group reviewed over 400 dMisions by 
the Board of Review during 1970 and 
found that persona holding lands for 
speculation received the smst favor&'ble 
treatment, business prope rt y owners the 
next most favorable* follow^ by slum 
landlords* 

The report concluded with lO reco* 
nendatlons to correct the situation 
in Alexandria: 

(1) That the asseasor’s office be 
staffed with officially qualified pro* 
fesslonal appraisers and that their 
salaries be rsised to levels conpetl* 
tlve with the federal govemnent; 

(2) That all records be posted in 
ink* the appraiser Identified, full 
information aupportlng the assessnent 
be included in the appraisal, and all 
assessments be broken down to show* 
among other things* a value per square 
foot; 

(3) That property appraisals over 
$200*000 be reviewed by a second 
appraiser and the assessor before 
final ap pro va l; 

(4) That the city create an Assess* 
ment Audit Coonlttee eiq>owered to re* 
view assessment records on a periodic 
basis; 
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(5) That all assessment data be 
computcri^.ed as soon as completed; 

(6) That all vacant land be 
assessed at its highest and best use 
and that zoning restrictions be dis- 
counted to the some extent that the 
current market discounts them; 

(7) That the reproduction cost 
method of valuing property be given 
greater weight in determining value 
of income-producing property valued 
at $200,000 or more; 

(8) That homeowners be represented 
on the Board of Review; 

(9) That records of appeals with 
the names of appellants and the lot 
numbers be published in local papers; 

(10) That the state legislature 
enact legislation to (a) require all 
owners of income-producing property to 
file statistical data necessary for a 
proper appraisal; (b) require all 
original land and improvement costs 
to be filed; (c) require the price of 
eveiy sale to be included on the deed; 
and (d) grant a $5,000 homestead 
exemption. — 

NOTICE TO SUBSCRIBERS 

Materials in the Newsletter are not 
copyrighted and may be reprinted by 
anyone. Appropriate credit to the 
author or the Newsletter will be 
appreciated. 



LEGAL CLEARINGHOUSE 

Hamer v. Jones t No. 68 Mr4318, 19th 
Jud. Cir. , family division. Lake Co. , 
Illinois. • Action to compel reassessment 
of real and personal property at the 
constitutionally required 1007. of full 
market value. Allegation of discrimi- 
nation between residential and conmer- 
cial/industrial property ns a result 
of assessments below full market value. 

No decision. Complaint availsblc^^^^^^ 

WALL STREET JOURNAL DISCLOSES 
PROPERTY TAX INEQUITIES 
With leads provided by Ralph Nader 
and the Project on Property Tax Reform, 
two reporters for the Wall Street Jouct_^ 
began an investigation of inequities in 
the administration of the property tax 
in November. The results of that inves- 
tigation appears in the April 5 Journal. 

In addition to publicizing the tax 
breaks afforded industries in Savannah 
and Augusta (discussed in an earlier 
Newsletter) , the Journal disclosed 
additional instances of industrial favor- 
itism- -in Gary, Indiana and California. 

The Journal quoted the Calumet Town- 
ship assessor as saying that his biggest 
customer, U.S. Steel, in effect present 
its own tax bill. According to the 
finance adviser to the city, the Journo^, 
reported, U.S. Steel has undervalued its 
Gary property by at least $110 million. 

In California, where Tenneco Oil re- 
cently purchased 400,000 acres, the land 
is assessed ffnr tax purposes at $280 an 
acre. The former owner of the land had 
it appraised by a private firm. Just 
before the sale, at $2500 an acre. 



Tax newsletter. Enclosed is my check or money 

order for t 7 $2.00 (individual) £H7 $3.00 (business, professional, or 

institution) (make payable to Public Interest Research Group). 
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City 



Address 



State 



ZIP CODE 
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MUSKIE AGAIN ANNOUNCES HEARINGS 

Senator Edmund Musklc, Chairman of 
the Senate Subcommittee on Inter- 
governmental Relations » has once again 
announced his intention to hold 
hearings on the need for property tax 
reform* This time the hearings are 
scheduled for early fall* The Senator 
is looking for field sites throughout 
the country in which to hold the 
hearings* All citizens who feel that 
an Inquiry into property taxation is 
necessary are urged to write Senator 
Muskle, especially if they feel that 
their own area would be good for 
Investigation* Those who want to 
recommend their own area should include 
as much supporting information as 
possible* 

Remember that if concerned citizens do 
not come forward before and during these 
hearings with their views, substantiated 
by reliable data, Senator Muskie may 
hear only the "official" side of the 
story* Make sure he gets the truth* 

All commanications should be sent to: 

Senator Edmund Muskie 
Senate Subcommittee on 
Intergovernmental Relations 
Old Senate Office Building 
Washington, D*C* 20310 



A REQUEST : 

Confusion has arisen in some cases over 
whether the Property Tax Newsletter 
supports the activities of the various 
citizens and groups who receive and 
correspond with the Newsletter and its 
staff* Because the primary purpose of 
the Newsletter is to promote the exchange 
of information and ideas and because the 
staff cannot be fuJ.ly informed about 
numerous local issuos, we ask that all 

individuals and groups refrain from 



suggesting they are connected with, or 
that they represent in any way, the 
editors or sponsors of the Property 
Tax Newsletter* 



BELOIT: ON THE VERGE OF MAJOR REFORM 

Within the next few weeks, Beloit, 
Wisconsin (pop* 36,000) may become 
the first city in the United States 
CO adopt a complete "site" or land 
value property tax system. On June 7, 
before a crowd of close to 1500 
people, the Beloit Chapter of the 
Wisconsin Property Owners League 
(WPOL) presented to the Beloit City 
Council a comprehensive 16-page plan 
consisting of enabling legislation, 
ordinances, and legal memoranda in 
support of the proposition* Speci- 
fically, the plan calls for a switch 
from the traditional tax on land and 
improvements to a tax on land only* 

In addition, the proposal would 
require the City Assessor to publish 
land value maps so that citizens can 
check for themselves the fairness of 
their own assessments* 

The proponents assert that the plan 
will reduce property taxes for most 
residents, force revaluation of under- 
assessed vacant land, and, by elimin- 
ating the tax on Improvements, 
encourage building and construction* 

The City Council is due to vote on 
^ July 7* Passage is by no means 
assured* The plan faces formidable 
opposition from real estate interests, 
land speculators, and some businesses* 
But even if the Council fails to 
approve the measure, the Beloit 
Chapter has already accumulated enough 
signatures to force a voter referendum 

in November* 
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The success of WPOL Is an Inspiration 
to tlio many citizen reform groups 
throughout the country which have 
worked hard to remedy the worst abuses 
of the property tax* The WPOL experi- 
ence Indicates that the most Important 
single factor achieving reform Is the 
organization of many members on a grass 
roots level* Such an organization has 
the political clout to rouse local 
government out of Its traditional 
Inertia* 

The League started In 1969 when a 
group of disgruntled taxpayers 
decided to do something constructive 
about the property tax In Beloit* 

First, they sent out 8,000 ques- 
tionnaires to representative areas 
of the city* The response was 
overwhelming* Next the group app- 
ointed ward leaders who were res- 
ponsible for soliciting members In 
each district of Beloit* Each ward 
leader had 12 ward ’’captains”* No 
dues were collected except for a two 
dollar Initiation fee* Most of the 
financing was accomplished by volun- 
tary contributions* 

The non-partisan, non-polltlcal 
approach of the League attracted 
a broad spectrum of the population. 
Professional men, blue collar 
workers, professors, business men. 
Democrats and Republicans all 
joined enthusiastically* By the 
end of 1970, the League had repre- 
sentatives with working organiza- 
tions In more than fifty cities 
scattered throughout the State* 

The group had become so powerful 
that It threatened to Invoke a state- 
wide tax boycott unless the Legis- 
lature started to move on tax reform* 
Governor Lucey announced early this 
year that the State would undergo 
a comprehensive review of the pro- 
perty tax system, although ho 
declined to speculate on the out- 
come* 

The success of the Beloit Chapter 
can bo traced largely to the energy 
and organizational ability of Its 
leaders* For Instance, they engaged 
the assistance of an economics 
professor from the University of 
Wisconsin, They hired a full-time 
lawyer* Most importantly, they 
(continued next column) 



dug Into the assessment records of 
Beloit and found concrete evidence 
to support their assertions that the 
city property tax was being Illegally 
administered* Some examples! 

-Although State law requires land 
to be assessed at 1007* of true market 
value as determined by highest and 
best use, the Chapter found over 3,000 
acres of ’’farmland” held by speculators 
within the city limits assessed as low 
as 108 dollars per acre* Yet records 
showed the city had recently bought 
some of the some land at 2,000 dollars 
per acre* 

(Cont* col* 1, p* 3) 



SYSTEMATIC WAY TO CHECK LOCAL 
ASSESSMENTS 

Many people have vnrltten In asking 
for suggestions on how to detect 
Inequalities In assessments* An 
economist who assisted the Wisconsin 
property Owners' League In Beloit, 
Wisconsin, offers this advice* 

Assessment records should be broken 
down between land and buildings* Work 
with the land-assessment only: 
building assessments Introduce many 
complexities and technicalities, while 
land-assessments are much simpler* 

Get tax maps from the appropriate 
local official (there may be a charge)* 
Next, find the land-assessment for each 
lot from the assessment roll, and 
convert It Into an assessment per- 
square-foot* The conversion to a per- 
square-foot value Is Important because 
It tends to put all parcels on a 
coinnon denominator* Finally, write the 
figure onto the appropriate lot on the 
map * 

According to the Wisconsin economist, 
assessments that are out of line will 
become readily apparent* The Beloit 
group found cases of gross underassess- 
ment* Gas stations, parking lots, and 
vacant land, they said, were prime 
recipients of assessment breaks* 

Remember that this method gives only 
a rough approximation* Lot shape, loca- 
tion, and other special factors such as 
street frontage need to be taken Into 
account* But It does enable citizens to 
detect where possible under-assessments 
and abuses might lie* 




8024 



-Even though the Laird Co. (a mass 
appraisal firm, whose president Is 
James Laird, brother of Secretary of 
Defense, Melvin Laird) had recently 
assessed the entire city of Beloit, the 
Chapter found numerous gas stations 
whose land was still carried on the 
roles as unimproved lots. The Chapter 
was unable to find out whether the 
Laird Co. or the City Council was 
responsible for the oversights, since 
both the Council and Laird have 
refused to offer their cooperation. 

-Speculators holding vacant lots were 
assessed at only 207 . of market value. 

-Although the city passed a 2.5 million 
dollar bond Issue In 1970 to underwrite 
Improvements on residential lots, the 
Chapter found that there were already 
over 1,700 unimproved vacant lots within 
the city limits. Some of these lots 
had been standing Idle since 1901. 

Because city law provides that the specu- 
lator need :iot pay taxes until the land 
Is sold, there was no Incentive to build 
on this Idle landi 

The League did have Its critics. The 
City Manager of Beloit branded the 
League organizers "as phony as a three 
dollar bill". But not many people 
are willing to make that kind of state- 
ment anymore. Armln Jocz, Chairman of 
the Beloit Chapter credits the specific 
positive land value program as doing 
more than anything else to offset the 
group’s Initial "dissident trouble- 
maker" Image. 

Many townspeople were won over to the 
cause when Chapter members pointed out 
that their proposal would cut property 
taxes for some residents by 20%, espe- 
cially the elderly living on fixed 
Incomes. In addition, the Chapter 
presented convincing evidence that 
total tax revenue would remain the 
same or even Increase; "under users" 
of land, such as Junkyards, gas 
stations, slum landlords, etc. would 
either have to sell out or relocate 
In a more suitable location; industry 
would be attracted by the absence of 
any tax on Improvements; and the 
ecology would be helped by encour- 
aging more consolidated. land use. 

(Cont. next column) 



The Beloit plan Is the culmination 
of two years of careful organization, 
meticulous research, professional 
study, and plain hard work. Many 
citizen groups, after years of effort, 
are now on the verge of seeing their 
own plans bear fruit. We hope they 
will take encouragement from the Beloit 
example. 

For a copy of the Beloit Plan, write 
Mr. Armln Jocz, Chairman 
Wisconsin Property CXmers League 
424 College Street 
Beloit, Wls. 53511 

Please enclose two dollars for 
reproduction costs. 



NEW YORK ATTORljEY GENERAL RULES 
ASSESSOR-REALTOR A CONFLICT OF INTEREST 

In an opinion Issued last December, 
Louis J. Lefkowltz, Attorney-General 
of New York, ruled that under the 
Geneva, New York, City Charter, "... 
a conflict of Interest would exist 
where an assessor continues In the real 
estate business within the city while 
serving as Its assessor." A conflict 
of intemst would likewise exist, the 
opinion said. If an active realtor 
took on the duties of building Inspector 
or zoning enforcement officer. 

The case In point Involved an ap- 
pointed assessor who maintained a real- 
estate brokerage and management business 
with her husband. The assessor had 
been accused of using her office to 
enhance her business dealings, lowering 
assessments on her own buildings while 
raising assessments on those of her 
competitors. (In Geneva, the assessor 
Is also the building Inspector and 
zoning-enforcement officer, thus widen- 
ing the possibility of misdoing.) The 
Geneva assessor resigned after the 
ruling became public, so Its full legal 
effect has not yet been tested. 

Arguably, citizens could sue to compel 
an assessor to resign, or even to have 
all his official acts declared void. 

The ruling will very likely be appli- 
cable to cities and towns throughout 
New York, since the relevant provisions 
of the Geneva City Charter had been 
(Cont. col. If p. A) 
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Incorporated from the standard code of 
ethics recorronendcd by the State for 
local enactment. 

Furthermore, the ruling may be of sig- 
nificance even outside New York State, 
since It stated that the common law 
wasa possible alternative and separate 
ground; "In each Instance where the 
assessor would act on the assessment 
of a parcel of property, and later 
participate as a broker In Its sale, 
a serious conroon law conflict of 
interest might arise. . .If the ass- 
essor should retain the duties of 
building inspector and zoning enforce- 
ment officer. . .the common law 
conflict might be similarly serious 
in circumstances such as the issuance 
by him of a certificate of occupancy 
on a dwelling and thereafter acting 
as the bro1:er for the sale of such." 

For copies of this opinion and more 
information, write; 

Mr. Carl J. Ruskowskl, Assistant 

Attorney General 

General Law Bureau, Law Department 

State of New York 
Albany, New York 12225 



BANK DEPOSITS AND ASSETS; AN 
ILLEGAL EXEMPTION ^ 

A petition filed recently In the 
District Court of Cameron County, 

Texas, could eventually affect 
property tax payers In all parts 
of the country. In many states there 

Is a tax on intangible personal 
property, including property held by 
banks. But these laws arc frequently 
not enforced. In the above case the 
petitioner, a shrimp-boat owner, 
claims that his tax bill was 46.57. 
higher than it would have been if the 
assessor had obeyed the law and ass- 
essed the $488,000,000 worth of per- 
sonal proper ty--moneys, credits, and 
moneyed capltal--ln the county* s banks 
and financial institutions. 

Most property taxpayers would welcome 
a reduction in their tax bills by get- 
ting lllegally-exempt property back on 
the tax roles. They should therefore 
watch this case with Interestj and 
(cont. next column) 



they should check their own state and 
local laws for unenforced provisions 
that arc letting scxdc property-owners 
off the hook and are making everyone 
else pay more as a result. See; 

Swamp Irish Inc, v. Johney Snow, Tax 
Assessor and Collector . D.C. Cameron 
County Taxas , 197th Judicial District, 
No. 52.305-C. 



DEPRECIATION WILL LOWER PROPERTY TAX 
REVENUE 

The Treasury Department has recently 
issued regulations which allow business 
to write off depreciable assets at a 
faster rate. The Asset Depreciation 
Range permits businesses to reduce the 
life of an asset 207. more quickly than 
allowed by current IRS standards. The 
Administration claims that even though 
the new schedule will reduce federal 
income tax revenues by 3 billion dollars 
in flccal 1971, the sluggish economy 
should benefit in the long run. Legal 
action taken by lawyers at the Public 
Interest Research Group persuaded the 
Treasury Department to hold hearings on 
these changes in May* 

Regardless of the impact on the 
economy, the faster write-offs could 
have '1 disastrous effect on State and 
local property tax revenues. Twenty 
States now provide that the assessed 
value of Industrial machinery and other 
business personal property shall be 
the depreciated value of such property 
as reported to the IRS for federal 
income tax purposes. (One should note 
that in any case the IRS depreciated 
value bears little relationship to the 
true cash value of an asset.) The 
faster write-off now allows business 
property to be under-assessed by an 
additional 207.. The Wall Street 
Journal estimates that the' Nixon plan 
will reduce State and local revenue 
from business personal property by aS 
much as 307.. This means that highly 
industrialized areas, including the 
downtown centers of many of the 
country*8 financially strlken cities, 
will stand to lose up to 107. of their 
total revenue over a period of several 
years. Thus, while, supposedly stimu- 
lating the economy, the depreciation 
schedules could burden State and local 
governments with a net tax loss. 

And remember; the homeowner almost 
never gets to depreciate any of his 
property. 



202'‘'s]'^ 



68«412 O - 72 • pt. 16 D-2 - IG 



8026 



FULL PimLIC DISCLOSURE; A KEY TO 
FAIR ASSESSING 

Unequal assessment practices thrive 
in darkness. The publication of pro- 
perty tax assessments Is an effective 
checking device and should rmU high 
on any list of property tax reforms. 

According to the California News- 
paper Service Bureau, the Los Angeles 
County assessor, Mr. Phillip Watson, 
has adopted this view. Using per- 
missive state legislation, Mr. Watson 
reportedly publishes lists of all 
assessments In local newspapers 
throughout the county. The assess- 
ments appear In order of street 
address, and oi^ners are Identified, so 
that taxpayers can easily check their 
own assessments against others In their 
area. When a property-owner claims an 
exemption the fact Is noted for all 
to see. 

Watson reduces the costs of the 
program by spreading publication 
among 113 community newspapers In 
the county. Publication Is rotated, 
so that any single community's assess- 
ments are printed only on':e every five 
years.. (However, changes In assess- 
ments are published annually, and com- 
plete assessment lists are always open 
to the public at each of 15 branch 
offices.) The cost of the program Is 
said to be le.ss than seven cents per 
parcel annually. 

At last report, none of California's 
fifty-seven other county assessors had 
adopted this "Full Disclosure" system 
made permissible by the state. 

Another helpful disclosure device Is 
the publication of "assessment-sales 
ratios" for a given taxing district. This 
figure states the average ratio of ass- 
essed value to actual selling price In 
the district, and thus helps any Indi- 
vidual taxpayer to know If his own 
assessment Is out of line. In some 
areas these ratios are published In 
local newspapers or are printed on each 
assessment notice and tax bill. The 
expense Is minimal. Even when these 
ratios are not published however, they 
may be available from the state depart- 
ment of taxation or from the U.S. 

Bureau of the Census. 

(cont. next column) 



(Taxpayers should use caution In rely- 
ing on assessment-sales ratica calcu- 
lated by local or county officials. It 
Is common for such officials to under- 
state the ratio by five or more percent 
In order to reduce the number of tax- 
payer appeals. State and federal 
officials are less Inclined to "fudge" 
the figure because they hav 2 no tax 
revenues directly at stake.) 

A type of disclosure sometimes 
overlooked Is that of the actual 
selling price on Individual properties. 
In some places this price must be 
recorded on the deed, and taxpayers 
can then check the actual selling price 
of a property against Its assessment. 

In other places, however, there Is no 
such requirement, and taxpayers have 
reported great difficulty In acquiring 
this Information. It Is reported that 
In Beloit, Wisconsin for example, some 
deeds had been recorded with the 
Chicago Title and TiTuat Co., Instead of 
In the Recorder of Deeds' office, so 
that the public had no access to them 
at all. The newsletter would like to 
hear of similar experiences and diffi- 
culties. 

A final word about disclosure. Our 
mall has revealed alarming Instances 
of confllcts-of-lnterest regarding 
assessors and other local officials. 
Assessors are in a unique position to 
confer Illegal benefits upon themselves 
and their friends unless the public Is 
alerted. It would be highly desirable 
for such officials to be required to 
make a public disclosure of all their 
financial Interests, In real property or 
otherwise. It Is also highly desirable 
that local laws and ordinances contain 
a meaningful code of ethics for govern- 
ment officials. These are reforms well 
worth working towards. 



TAX SALES; LEGAL EXTORTION 

Investigative Reporting has once 
again laid bare a dusty comer of 
Injustice and abuse In the property 
tax law. The subject this time: tax 
sales. 

Reporter Peter Benjamlnson of the 
Detroit Free Press has revealed that 
buying unpaid property taxes Is a 
lucrative endeavor for a few area 
"tax buyers". The law, weighted 




heavily in their favor, works like this. 
If a home -or property-owner becomes 
dellquent on three-years back taxes » 
these taxes are auctioned off at an 
annual tax sale. These auctions are 
not widely known and three parties 
have virtually cornered the market. 

The dellquent taxpayer then has eighteen 
months to purchase the taxes back from 
the buyer. If he doesn't, or can't, 
he loses all claim and title to his 
property, regardless how small a sura 
was owing. During the first year the 
tax buyer can charge 1% Interest per 
month; after the first year he can 
charge as much as 50%. 

Tax-buyers frequently soak their 
victims for even more. People who 
fall behind on their taxes are often 
poor, elderly, senile, or 111. They 
are Ignorant of the law and thus easy 
prey for the tax-buyer's scare or 
pressure tactics. Judges, aware of 
the Injustice of the law, go out of 
their way not to enforce It. But the 
victims of tax-buyers are not aware 
that they would find sympathy In 
court , and sometimes make extraordinary 
payments to avoid going. 

The tax-buying racket Is a particu- 
lar problem, the article reports. In 
urban-renewal areas, where the tax- 
buyers hope to lay claim to juicy 
condemnation awards through an expendi- 
ture of just a few hundred dollars. 

Like so many other abuses, tax- 
buying has festered Ir. Its obscurity 
from public view. It touches just a 
small number of people, but these are 
people who are In largo part unable 
to defend themselves. Individuals and 
groups are urged to look Into local law 
and practice for evidence of this legal- 
ized extortion. The Newsletter would 
welcome any Information on property tax- 
buying that comes to light. 



PROPERTY TAX APPEALS: A WAY TO GET 

LOCAL OFFICIALS TO CRACK DOWN (M 
SHODDY BUILDERS 

Building Inspectors In Howard 
County, Maryland, home of the much- 
touted "new city" Columbia, have been 
lax In enforcing building code regu- 
lations against large homebulldlng 
corporations. As a result, homebuyers 
have been getting stuck with hlghly- 
expenslvs lemons. But the spectre of 
these homebuyers getting lov?ered assess- 
ments because of the builders* shoddy 
work may spur the building Inspectors 
Into action. 

The county law requires that a 
builder obtain an "occupancy permit" 
before a buyer can move In. The law 
has not been enforced, according to 
the county building inspector, as a 
convenience to the builders. Thus, the 
typical homebuyer, completely Ignorant 
of this law, would move Illegally Into 
a house that had not yet passed Inspec- 
tion. If there were any violations ot' 
defects, he faced the expensive and 
awesorao burden of taking the building 
corporation to court to get them cor- 
rected . 

However, a gumptious homeowner In 
Columbia recently took the builder. 

The Ryland Group Inc., to court, and 
won a $5,000 settlement. Among the 
defects alleged were an exterior paint 
job that had to be repainted twice In 
one year; Inadequate hot air registers; 
the house not being "bolted" to Its 
foundations; a fireplace (costing $635 
extra) which did not work; and Improper 
grading which caused part of the drive- 
way and a cement porch slab to sink Into 
the ground. (Other homes In Columbia 
are scld to be similarly defective; 
often, however, the owners either cannot 
afford to go to court, or are afraid of 
what the publicity would do to the 
sales value of their lemon.) 

These homebuyer miseries could be 
prevented if the county would just 
enforce Its building-code and J.ts 
occupancy-permit laws as they are 
written. The publicity generated by 
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the above-mentioned lawsuit may get the 
county into gear. But, according to 
the plaintiffs in that suit, what really 
unsettled the county officials was when 
they appealed their property tax assess- 
ment on the basis of the glaring defects 
and won a substantial reduction. The 
county assessor expressed open horror, 
they said, at the thought of all the 
buyers of defective homes lining up 
for similar reductions. 

Which might mean lt*s time to get In 
line. 



LOUISIANA TAX STUDY SHOWS ASSESSMENTS 
KAVOR ^WEALTHY, AND OWNERS OF VACANT LAND 

A study of assessments In Jefferson 
Parish, Louisiana, done for the Parish 
Council by the Public Affairs Research 
Council of Louisiana, has revealed that 
homeowners arc being assessed at twice 
the rate of owners of vacant lots, and 
that the more expensive a house, the 
lower Its assessment In relation to Its 
market value. 

The study was based on a sanplc of about 
one-half the properties sold during the 
preceding year. An average “assessment 
sales ratio" for the parish was derived 
by comparing the assessments on these 
properties to their real market values as 
evidenced by the sales price. Then the 
ratios for Individual properties were 
compared to the Parish-wide averages. 

By far the majority of the usable trans- 
actions--!, 630 out of l,663--lnvolved 
single-family residential property. Of 
these, 1,187 were Improved and AA3 were 
unimproved. On the average, single- 
family homes were assessed at. 8.127. of 
the sales price of their property, while 
vacant single-family lots were assessed 
at half that rate--4.087*. As the report 
stated, " This means that the property 
tax bill on a house sold for $20,000 
would be twice as much as the bill on a 
piece of unimproved land sold for 
$20,000." 

The degree of Inequality between Indi- 
vidual property owners was astounding. 

The assessment-sales ratios for Improved 
and unimproved lots ranged from .307. to 
26,67., "One house selling for $12,500 
was assessed at $2,100, while another 
(cont, next column) 



house sold for $12,300 was assessed at 
only $400, One house sold for $57,500 
was assessed at $2,000, and another 
sold for for $52,000 was assessed for 
$1,900, thus both houses were assessed 
slightly less than the $12,500 house 
even though they sold for a price 
four times higher." To fully appre- 
ciate the Injustice Involved, consider 
how one might feel if he had to pay 
four times as much income tax as a 
fellow worker earning an Identical 
salary. 

Equally astounding was the favor- 
itism the assessor had shown towards 
the wealthy. Houses selling for 
under $15,000 were assessed, on the 
average, at an assessment-sales ratio 
almost 33-l/37o higher than that for 
houses selling for over $40,000. The 
report suggests that favoritism Is 
shown the rich in order to bring as 
much of their tax bill as possible 
within the $2,000 state homestead 
exemption. (Indeed, this may be the 
reason for the extraordinarily low 
assessment-sales ratio applied to all. 
property.) The state reimburses the 
Parish for all the taxes It loses 
through this exemption. Thus the 
wealthy property owners In Jefferson 
Parish arc being subsidized by tax- 
payers throughout the state* 

This study illustrates a straight- 
forward technique which may be useful 
to citizen groups across the country. 
It was prepared by the Public Affairs 
Research Council of Louisiana, Baton 
Rouge, Louisiana, April, 1970. 



ADDITION ; 

The May, 1971 Newsletter reported on 
page three the activities of citizens 
In Tacoma, Washington, regarding the 
propriety of certain property tax 
exemptions. Mr, Ken Johnston, the 
Assessor of Pierce County, Washington, 
has submitted the following: 

"Your article should Indicate, the 
citizen's action was taken against the 
King County Assessor, by Mr. Jerry L, 
Fulton, fl resident of King County, who 
Is the Exempt Auditor In the Pierce 
County Assessor's Office. It was the 
Prosecuting Attorney for King County, 
who In a Press Release, overturned the 
Attorney General's OptnJon on exempt 
status for dormitories. 
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NEWBURG H. N.Y. STUDY FlNn INDUSTRY NOT TAX PRODUCTIVE. HOME OWNERS FAVORED 

OVER RENTERS 

Three years ago Newburgh, New York, was faced with the possibility of low- 
income housing. The city council was against it, arguing that industrial 
development on the same land would yield the city more tax revenues. 

The city's Director of Urban Development set out to test this argument. He 
determined the property-tax yield per square foot of land devoted to different 
uses. The result, in his words: 

"New single family home properties in the west end, an area which politically 
dominates the city, were assessed at less than $1 per square foot of improved 
lot area, while slum dwelling land was assessed at $6-$7 per square foot. 
Industry was in the neighborhood of $,35 to $2,00 depending on lot coverage, a 
fact which contradicts the claim that industry produces higher tax returns. On 
the contrary, almost every other land use was preferable on these terms.." 

Of course, such an analysis is incomplete until the costs of servicing these 
different land uses had been weighed against the tax revenues they produc»>d. The 
planner who did this study felt that a cost-revenie analysis would not change 
his conclusions. Perhaps readers have information to offer on this question. 

The apparent discrimination against slum properties, and in favor of single- 
family homes in a politically-dominant neighborhood, should be noted. It has 
been argued that assessors have less qualms about raising assessments on rental 
properties than on owner-occupied ones. Renters do not actually see the tax 
bill and feel its impact only indirectly. Thus they are less likely to protest 
assessments or to express their displeasure in the next election. 

The Newsle t ter would apprec iate Information on other instances of property- 
tax discrimination against low income people and renters, and on legal remedies 
for such discrimination. 



EXPLANATION: 

The Newsletter has not been able to respond to every letter it has received. 

We wish we couldJbut rather than try to issue a mere "polite reply to every 
person who write.s, we have felt It more important to focus our energies on 
compiling information for distribution, (Besides, most people probably get enough 
"polite replies" from their credit card companies already,) But letters from 
the field have been extremely valuable in all phases of our work. Most of ™ 
articles in the Newsletter stem from such letters. Please keep writing, even if 
you don't h-^ar from us, 

PROPER*TY TAX NEWSLETTER 
10?5-15th Street, N,W,, Suite 601 
Washington, D,C, 20005 

I wish to receive the. Property Tax Nawsletter, Enclosed is my check or money 
order for / 7 $2,00 (individual) / / $3,00 (business, professional, or 

institution) (make payable to Public Interest Research Group), 

Name Address 

City State ~ ZIP CODE - -- 

NOTE: Please check the zip code on your present label. If it is missing, or 

if it is incorrect, please send us the present label with the correct code 
clearly written on it. Thank you. 



c, 
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NEW WASHINGTON ASSESSOR BRINGS LAW 
AND ORDER TO PROPERTY TAX EXEMPTIONS 

Ken Johnston decided to do something 
about Illegal property tax exemptions. 
After taking office as Assessor in 
Pierce County, Washington, last January, 
he established an "Exempt Division" to 
investigate and review all the exempt 
properties in the county. One spur to 
his investigation, he readily admits, 
was a Washington law that makes the 
assessor personally liable for a fine 
of between $200*$1000 for each exemption 
illegally granted. 

Combing through the exemption under- 
brush, Johnson and his Exemption 
Auditor, Mr. Jerry Fulton, found that 
prior assessors had been less than 
careful in doling out tax exemptions, 
even though Washington law and policy 
require that exemption laws, be inter- 
preted strictly, in favor of the power 
to tax. Some examples of what they 
found: 

---An American Legion post was claim- 
ing an exemption on a *'meetlng hall" 
in which it had never met. The 
building had been rented out for 
income for ten years. 

---Churches rented out homes but 
claimed exemptions on them as 
parsonages. 

---A "cemetary" exemption had been 
granted to a parking lot. 

---In 1955 the state legislature had 
repealed the exemption for college 
dormitories, but the assessor had 
kept them — 22 million dollars worth-- 
on the exemption rolls anyway. 

As of June 16th, Mr. Johnston had 
put over 31 million dollars worth of 
property back on the tax rolls. And 
he is requiring anyone claiming an 
exemption to submit annually, detailed 



documentation justifying his claim. 

When the Mormon Church refused to 
produce evidence that their Pierce 
County "stakes" were supported entirely 
by donations, they were striken from 
the exemption list. So were four 
hospitals which failed to submit state- 
ments required by law that all income 
and donations had been applied to oper- 
ating expenses. 

Predictably, the assessor's decision 
to enforce the law has not pleased 
everyone. For example, when he removed 
exemptions from four blood banks because 
they didn't qualify as "hospitals", he 
provoked the ire of the Pierce County 
Labor Council which operated one of 
them. And the State Legislature rushed 
through, in less than a week, bills to 
exempt the blood banks and college 
dormitories'. But Johnston claims the 
action came too late to save them from 
the three years back taxes imposed by 
law on properties exempted illegally. 

For the two local universities, this 
will mean a 1.5 million dollar tax bill. 

Assessor Johnston says that his was 
the first attempt in his state to 
review and revalue exempt properties. 

The effort bears repeating elsewhere. 

And to"encourage" assessors to act, 
citizens would do well to scour the laws 
and court rules of their own state for 
provisions like that in Washington 
which penalize assessors who don't do 
their job. Where such laws do not 
exist, citizens should work to enact 
them. 

Inquiries regarding the Pierce County 
Assessor's Office should be addressed 
to: Mr. Ken Johnston, Pieroe County 

Assessor, County-City Building, 930 
Tacoma Avenue South, Tacoma, Washington, 
95402 




8031 




I 




I 



TAWYERS* FF fg; (}irp;TVlG PAST THE BAR 
TO JUSTICE 

The cost of a lawyer is one of the 
major obstacles to property tax equity 
for the small property owner. There 
was news this month regarding two possi- 
ble ways to surmount this hurdle — 
class actions and gro»ip legal ^n8urance. 

In Pleasantville , New Jersey, a 
group of taxpayers is trying to apeal 
an allegedly-illegal assessment through 
a class action. AIX residents ® 
nine-block area, they claim that the 
assessor arbitrarily doubled their 
assessments while leaving assess^nts 
on bordering blocks untouched. They 
have done a computer study which indi- 
cates that before the assessor's 
action, property values in the nine- 
block area and in surrounding blocks 
were roughly equal. Nov, however, 
the plaintiffs are being assessed at 
$44 per front foot, while on neighbor- 
ing blocks the assessments drop to 
between nineteen and tvsnty-three 
dollars per front foot. 

In their petition to the lower court, 
the plaintiffs asked for any of seven 
forms of relief, ranging from an order 
compelling a reassessment, to an equi- 
table order permitting the 163 residents 
of the area to pursue their administra- 
tive remedy as a class, filling out only 
one appeal form and paying only one 
$2.00 fee. The plaintiffs urged that 
their grievances were identical, and 
that unless the class action were 
allowed they would be unable to protect 
their rights. The tax reduction from a 
successful appeal for each plaintiff 
individually would be only about $60, 
hardly enough to even cover the lawyer * s 
fee. But if the $60 reduction of all 
163 appealing taxpayers could be com- 
bined, the total would be almost $10,000. 
Effective legal representation would 
then be possible. 

The lower court ruled against the 
plaintiffs. It said that since they 
had not "exhausted their administrative 
remedies"— that is, had not taken their 
appeals individually before the Board 
of Tax Appeals — it lacked Jurisdiction 
to order a reassessment or even to 
declare that they constituted a class. 



OUTLINE OF STUDENT RESEARCH PROJECTS 
nearing COMPLETIOH 

The Newsletter has been developing 
sample research projects to assist 
teachers and students interested in 
initiating studies of property taxes 
and related subjects. These sample 
projects are nearing completion and 
will be sent to all who have already 
requested copies or who request copies 
in the future. 

The projects include: 

— - Tax Equity— Suggested ways to dis- 
cover whether the assessments in a 
given cotmnunity favor any individuals, 
businesses or groups. 

— - Property Tax Administration— 
Including the operation and competence 
of the assessor's office and the 
adequacy of the taxpayer- appeal 
mechanism. 

.. Exemptions and Preferential 

Assessments— How they are abused, how 
they might be reformed. 

-..- Legal Standards— What the law is, 
what it should be, to what extent legal 
requirements are observed. 

— - Land Use — The effect of property 
taxes on land use, construction, 
housing, and architecture. 

The sample projects are in no way 
meant to be definitive. They are 
simply suggestive of areas that, 
according to our experience, bear 
further inquiry. ActuaV.y, the most 
useful projects would be those worked 
out between students and citizen-reform 
groups. A resident of upstate New York 
has *ifeported a very favorable response 
when he approached professors at two 
local universities about starting 
student projects on property taxes. 

The Newsletter would like to hear more 
of such cooperation. 
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In addition, the court said that the 
state class action statute and rules 
of court applied only to court pro- 
ceedings, and not to administrative 
proceedings* And finally, seeming 
to ignore the basis of the plaintiffs* 
'claim, the court suggested that a 
class action was not appropriate for 
assessment appeals, because "the cir- 
cumstances surrounding the valuation 
of each property may be different and 
may raise different issues of fact. • 

(Yet when 100 of the plaintiffs took 
their separate appeals to the County 
Tax Board, the Board whisked through 
them when tUe lawyers stipulated that 
testimony regarding land values from 
the first case could be incorporated 
by reference into all the rest.) 

The plaintiffs have petitioned the 
New Jersey Supreme Court for certifi- 
cation. A decision is still pending. 

Meanwhile, group insurance is being 
advanced as another way to put legal 
services wi.thin the reach of more 
people. Business Week, July 10, 1971 
reports that over 100,000 American 
families are covered already by such 
insurance, and that unions, profess- 
ional groups, cooperatives, and 
student organizations are currently 
negotiating with "packagers" of 
insurance plans. The article cites 
on experiment in Shreveport, Louisiana, 
sponsored Jointly by the American Bar 
Association and the Ford Foundation, 
in which 600 construction workers and 
their families get '*$100 worth of legal 
consultation. » .$250 worth of nego- 
tiating and research (after paying the 
first $10) , $515 worth of court expenses 
(after paying the first $25 if they are 
plaintiffs) and 807. of the next $1000 
(if they are defendants)." The covered 
workers can retain any lawyer they 
choose. One interesting effect of the 
experiment is that "some merchants not 
previously no'jed for scrupulous business 
practices now deal carefully with member 
of local 219." 

Government officials along wil.h 
businessmen deal more carefully with 
citizens when they know there is 
legal bite behind their bark. One 
person has suggested that citizen 
groups investigate group insurance 
as a way to finance the assessment 
appeals and similar legal actions of 
its members* 




STUDENT PAPER DESCRIBES ASSESSMENT- 
ABATEMENT CARNIVAL IN THREE CI TIES 

Au economics student at Harvard 
College, Mr. Michael E. Kinsley, has 
written a term paper entitled "Tax 
Abatements in Three U.S. Citiec". The 
paper, based upon interviews and field 
research, describes a highly legalistic 
and bureaucratized system in New York, 
an almost entirely extra-legal system 
of accommodation and special "arrange- 
ments" in Chicago, and in Boston a 
system somewhere in between* The 
common thread ‘in all the cities was 
that lawyers, quasi-lawyers and some- 
times government officials had turned 
the abatement process into a highly 
lucrative calling. And because the 
lawyers work on contingency fees, the 
sraall property owner is virtually shut 
off from the system. 

In New York, the paper reports, the 
whole process is based on a double 
falsehood. First, New York assessors 
arc required by law to inspect person- 
ally every property in their area, and 
to sign a paper to that effect. They 
don't inspect the property, the study 
says, but they sign the paper anyway. 
Second, New York is supposed to assess 
all properties at 1007. of fair market 
value. In fact, it assesses residences 
at about 407* and commercial properties 
at about 807.. But it doesn't admit 
this variance. So to qualify for an 
abatement, a property owner must— at 
least in theory--still prove that his 
assessment is above 1007* of fair 
market value* To the homeowner, this 
means proving his assessment was two 
and one-half times greater than the 
actual ratio for residential property. 

Although businesses are harder hit 
on the assessment ratio- -New York can 
sting conmercial properties because 
the Manhattan location is so desirable 
—they have a much smaller hill to 
, climb to qualify for an abatement. 

And because the amounts involved are 
large, especially when several proper- 
ties are in question, a small number 
of law firms have specialized in 
cashing in on this market* These 
firms usually do not even deal with 
the property-owner himself, the paper 
(cont. col* 1, page 4) 
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says, instead, they deal exclusively 
with the client's regular business 
lawyer* 

In New York assessment appeals that 
are not settled admlnlstratlvtly are 
brought to the State Supreme Court on 
certiorari. Approximately 25 New 
York law'llrms file an average of over 
lOCDsuch cases each year, the paper 
reports. (A $50,000 assessment Is said 
to be the minimum they will handle.) A 
common tactic of these lawyers Is to 
delay the trial for five to six years— 
the court calendar Is one year behind 
already— In hopes of negotiating before 
trial one big settlement for all the 
years that have piled up, without the 
expense of hiring an appraiser to testi- 
fy In court. 

The lawyer gets a 507. cut of the reduc- 
tion for his services. And because the 
assessor does not use these negotiated 
settlements as the basis for future 
assessments, the lawyers* work has a 
built-in obsoleioenoc that even the 
automakers would envy. 

In contrast to the lawyerly and pro- 
cedural New York system, Chicago 
appears from the student paper to be 
(or at least to have been; see note 
below) a Jungle of sub rose dealing 
and political Influence. The paper 
notes, however, that the Informality 
of the Chicago system Is not without 
beneficial results. The small business- 
man or homeewner appears to have more 
access to this system. And the avail- 
ability of extra-legal, and even pre- 
construction, assessment deals has 
probably encou**aged new construction 
and creative, expensive architecture 
which other cities have driven away 
with less accommodating assessment 
procedures, according to the student 
paper. 

But what a Boston City Councilman 
said about his city would apply even 
more to assessment practices In 
Chicago: ". . .when you have already 

been driven under the table, anything 
can happen." 

In Chicago, It would appear that 
anything can happen. The student paper 
cites so-called "Objection Ones" as an 



sxample. Objection Ones are appeals 
Elled directly with the assessor 
ind decided entirely at his discre- 
tion. Tlie shottcut procedure was 
established during the depression 
to provide for special hardship 
cases, such as where a building 
bums the day after It is assessed 
Today, the paper suggests. Objection 
Ones have become a bag of favors 
In cases which do not always Involve 
hardships. But It Is very hard to 
check back on these Objection Ones. 
The files are said to be kept In a 
separate part of the County Building, 
In an order that only the Initiated 



Another way that anything can 
happen In Chicago Is through abate- 
ments negotiated before the assess- 
ment has even been set. (This way 
they are kept off the record entire- 
ly) . Negotiated abatements are 
available to the large property 
owners who can pay a "specialist 
to Intercede with the assessor for 
them. There are said to be about 
twelve such speclallsts--sorae 
lawyers, some not; and they appear 
to have become an unofficial adjunct 
to the assessor* s office. In fact, 
the paper says, the assessor actually 
polices competition between the spec- 
ialists, refusing to deal with one 
when he knows the property-owner In 
question Is alieady represented by 
someone else. 

These specialists take 507. of 
the reduction they claim to achieve. 
The property owner has no w*\y of 
knowing If he really bene fitted by 
the amount claimed, but few ask 
questions. It Is widely suspected, 
according to the paper, that part 
of the 507. finds Its way back to 
the assessor's office. 



In Boston as well, the paper 
reports, politicians and lawyers 
have found the assessment-abatement 
process to provide a lucrative If 
obscure employment. In election 
years. It says, the party In pcwer 
keeps the tax rate low by Inflating 
the assessment base and understating 
In the budget wliat It will have to 
give back In abatements. After 
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the election, taxen are raised to make 
up the deficit. The lawyers, apparently 
with the help of the assessors, do quite 
nicely. Although assessors can, by law, 
"negotiate" an assessment appeal any 
time before It comes before the Appellate 
Tax Board, they usually wait the two to 
three years until Just before it comes 
to trial. One reason, according to the 
paper, is that the wait allows 2 to 3 
cases on the same property to pile up, 
so the total abatement, and hence the 
lawyer’s 20-337. cut, will be more. 

And as in New York, since the case did not 
reach the Appellate Tax Board, the 
assessment can--and usually is--ralsed 
back up again the next year, so the 
lawyer keeps his client. 

"Sunlight is the best of all dis- 
infectants" said Louis D. Brandels. 

This papers shows how much needed light 
student papers can shed upon the pro- 
perty tax and Its administration. The 
Newsletter seeks to encourage and 
assist such research (see above) and 
to communicate with writers already 
working in this field. 

NOTE: Since the completion of this 

student paper the Cook County (111.) 
Assessor's Office has informed the News- 
letter that It has taken steps toward 
Self-correction. Mr. Dennis P. Dunne, 
Ph.D. , Director of Coinnunications of 
that Office, sent materials indicating 
there has been a thorough study of the 
Office by the Real Estate Research 
Corporation, the establishment of a 
Department of Research and Analysis, 
the recruitment of college-trained 
and professional personnel,". . . 
steps to guarantee the integrity of 
and fairness of (its) documentatlve 
appeal process", and the establishment 
of a Department of Research and Analy- 
sis, a Department of Taxpayer Assis- 
tance, and In-Service Training programs 
for personnel. In a recent speech the 
Cook County Assessor's top aide said, 

"You will find that our system is pro- 
fessional and open." 

The Newsletter hopes to report more 
information about the Cook County 
Assessor's Office in the future. 



NATIONAL NEWS 
Muskie Hearings 

Senator Muskie is now exploring 
ways to approach the property tax 
hearings. He has expressed an inter- 
est in holding the hearings around a 
piece of federal legislation. 

Although the field sites have not 
been determined, his staff Is actively 
researching places and problems which 
warrant attention. 

Federal Legislation 

In previous issues of the News- 
letter, it was reported that Congress- 
men Koch (D. N.V.) and Reuss (D. Wis.) 
had introduced bills concerning 
property tax relief. 

Koch's bill (H.R, 842) would allow 
a renter to deduct from his federal 
Income tax that portion of his rent 
which represents his proportional 
share of real estate taxes paid by the 
landlord. 

Reuss' bill (H.R, 6883) would allow 
low-income elderly to deduct up to 757. 
of their property taxes from their 
federal income tax. If the person does 
not have any federal tax liability, 
hewould be entitled to a cash payment 
from the federal government for the 
amount he would have received If he had 
been liable for taxes. 

Both bills are now before the 
House Ways and Means Committee. 

Because the Committee Is currently 
examining revenue sharing, welfare, 
and health care programs, It Is 
extremely doubtful that either of 
these bills will be considered before 
the end of the legislative session. 

The staffs of both Congressmen hope 
that the Committee will take up the 
bills early next year. 

Views on either of these bills 
should be addressed to youi: Congressman 
and to Representative Wilbur D. Mills, 
Chairman of the House Ways and Means 
Committee. 



F 



8035 




f 

ti 






LV 

^J■ 



Wilbur Mills 

Congressman Wilbur Mills* Chairman of 
the House Ways and Means Committee* 
believes that the States should make a 
better tax collection effort before re- 
ceiving any shared revenue from the 
Federal Government. In a speech before 
the National Tax Association* he stated 
that if all States made the same "tax 
effort" as the average of the ten 'best" 
States* an additional 18.1 billion 
dollars in tax revenue could have been 
raised in 1971. While Mills did not 
specifically mention property taxes* 
several Congressmen* including Les 
Aspin (D. Wis.)* have advised the Chair- 
man that large amounts of revenue are 
being wasted by poor property tax admini- 
stration. Mr. Mills appears to favor a 
gradual replacement of the property tax 
with a State income tax. 



M,CELERATED DEPRECUTION— TREASURY MUST 
EXPLAIN 

A new issue was introduced recently 
into the national debate over the accel- 
erated depreciation range (A.D.R.) guide- 
lines recently put out by the Treasury 
Department. In a letter to state and 
local government officials* Ralph Nader 
estimated that the guidelines would cost 
the state and local governments about a 



cannot calculate the impact of ADR on 
their revenufes without more information 
from the Treasury. Mr. Nader contends 
that the ADR guidelines were passed in 
haste without adequate public debate. 

He cites the Impact on state and local 
revenues as an example of the kind of 
data the Treasury should have provided 
to interested parties before the 
regulations were passed. 



NEW JERSEY RESIDENTS MOTE 

In February the Dover (N.J.) Daily 
Advance published a twenty- five part 
series on the inequality of assess- 
ments in the Lakeland area of New 
Jersey, (See April Newsletter page 4) 
The series met so much response that 
the Advance wants to broaden its 
investigation to the entire statcj. 

Miss Carol Talley* the reporter who 
did the series *urges anyone with 
information on property-tax assessment 
in New Jersey to call or write her at 
the Dover Daily Advance* Dover* New 
Jersey* 07801. 



LAW NOTES 



According to the letter* those states 
which have corporate income taxes based 
on the federal regulations will lose 
about 150-175 million dollars per year in 
revenue* about four percent of the 3.9 
billion per year that the federal govern- 
ment is expected to lose. 



One Man - One Vote Applies to 

the state ana lOCai govurinneiitB «uuuu « 

quarter of a billion dollars in tax revenue — ^ ^ 

per year. The Fifth Circuit of the U.S. Court 

of Appeals has ruled that the City of 
New Orleans can no Imip.er allow 
assessors to be elected from raal- 
apportioned districts. In a per 
curiam opinion handed down November 
4, 197 o* the Court affirmed a ruling 
of the U.S. District Court for the 
Eastern District of Louisiana that 
assessors performed governmental 
Coupled with this state Income tax loss functions for the entire City of New 
will be a loss of state and local property Orleans* and that election from mal- 
taxes cf roughly 50 to 70 million dollars apportioned districts constituted 
per year. This loss will be concentrated Invidious discrimination denying the 
in those areas which* either by law or plaintiff and other city residents 
"administrative practice"* allow businesses equal protection of the law. 
to delcare IRS depreciated values for per- Under the old system* one assessor 
sonal property tax purposes. elected from each of the city's 

seven municipal districts. However* 

The letteL' urges state and local population for each district 

ment officials to demand from the Treasury widely. One district contained 

Department its estimate of such losses at total population, 

the state and local level. Even the most Another contained 41.57.. Both 
knowledgeable state and local offlcialM districts were entitled to only one 

assessor, 
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The Court ruled that if the city does 
not reapportioTi the Board of Assessors 
by the end of .\971, the Court will order 
a special election in which each assessor 
would be elected on an at*large basis* 



WASHINGTON EQUITABLE TAX ASSOCIATION: 
TAXPAYER GROUP ACHIEVES SIGNIFICANT 
PROPERTY TAX REFORM THROUGH STATE 
l£GISLATURE* KEEPS WORKING TOWARDS 
MORE 

"Organize-Educate-Advocate” is how 
Mr. C. Melvin McKenney, President of 
the Washington Equitable Tax Association 
describes what needs to be done to 
achieve tax reform. Apparently, he is 
doing it well. Although in existence 
for less than a year, WETA has already 
been instrumental in statewide changes 
In the property tax laws. 

W£TA began in October, 1970, when a 
comniittee cf the Pierce County (Wash- 
ington) Pomona Grange decided to make 
a public service project of property tax 
reform. The Pomona Grange then allied 
with other organizations In the county-- 
about half of them Grange- -and these, in 
turn, met with representatives oJ; groups 
from across the state. At this meeting 
WETA was bom. The new group adopted 
articles of incorporation and bylaws, 
elected officers, s«*lected a board and 
some committees, and authorized the 
establishment of a permanent effice. 

A month later, WETA adopted a legis- 
lative program. Immediately, it set to 
work to draft legislation and to find 
legislative sponsors for the bills. WETA's 
method may be instructive for other groups* 
First, It drew up resolutions embodying 
its legislative program, and took them to 
the legislators v:ho would sponsor them. 

The legislators, in consultation with 
WETA, had the resolutions written up as 
bills. After the bills had been intro- 
duced to the legislature, WETA members 
across the state wrote many letters to 
their representatives (short letters, saya 
WETA*s President, are most likely to be 
read) and otherwise encouraged support. 



The bills were passed by the 
legislature and became law on July 
1st. Among the new provisions are: 

--A change In the burden of proof the 
taxpayer must meet to have his assess- 
ment changed In court; from "fraud'* 
on part of assessor, to "clear, 
cogent, and convincing evidence." 

—A reduction of the Interest charges 
on delinquent taxes to 57. for the 
first $500. 107. for the rest. 

--An exemption for elderly taxpayers, 
with carefully-drafted qualifications. 

--An authorization for the assessor 
to inspect books and other records 
", • .necessary for appraisal of the 
property", including such data as 
purchase and sales figures, and 
information ou additions and Improve- 
ments. 

—The establishment of a "property-tax 
advisor", unaffiliated with thefflsess- 
or*s office, to assist taxpayers on 
appeals. (The legislature made esta- 
blishment of this office optional tor 
each county, rather than mandatory as 
WETA had proposed.) 

—Qualifications for assessors and 
their assistants and deputies. Inclu- 
ding a state-administered examination. 

— The establishment of a permanent 
property -tax study committee of the 
state legislature. 

—Ceilings for annual increases In 
property tax levies, detemincd as 
percentages of past levies. 

Vo WETA, these reforms are just 
the beginning. In addition to working 
for enactment of certain provision r» 
which the Governor vetoed. It has in 
view such proposals as: 

—A state income tax, specified per- 
centages of which would he used to 
ease the burden on certain existing 
ta:ces, such as the property and sales 
levies. 

—Exempting or allowing credit for the 
external bear.cification of homes. 
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--Subjecting stockfl, bonds , and Inveat- 
nent certlficatea to property taxes. 

— Taxing mineral rights held separately. 

—Requiring that all exemption laws be 
reviewed annually by the legislature, 
and requiring all property owners 
claiming exemptions to file with the 
assessor annually full proof of their 
continued eligibility for the exempt- 
ion. 

WETA*s President McKetmey also has 
In mind a national taxpayers* organi- 
zation which would both work for 
reforms at the national level, and pro- 
vide a mutual-assistance forum for 
groups working for state and local 
reform. He has written over 30 groups 
that have been listed in this news- 
letter to exchange Ideas and possibly 
to lay the groundwork for such an 
organization. 

An experienced parliamentarian, Mr. 
McKenney attributes much of his effect- 
iveness to an understanding of organi- 
zation and procedure. WETA*s articles 
of Incorporation and bylaws are avail- 
able from him for use as models by 
other organizations. 

Those desiring more information 
about WETA should write: 

Mr. C. Melvin McKenney, President 
Washington Equitable Tax Association 
12146 C St. South 
Parkland, Washington 9844A 
Telephone (206) LE-7-8622 



INDUSTRY C AN HURT LOCAL 
GOVERNMENT 

A study published in September, 1970 
by the Economic Research Service of the 
U.S. Department of Agriculture concludes 
that rural areas may be more harmed than 
helped by the Influx of new Industry. 
Called "The Impact of New Industry on 
Local Government Finances In Five Small 
Towns in Kentucky" (Agricultural Eco- 
nomic Report No. 191) , the study found 
that In every case where towns had 
lured new industry with tax concessions 






or Industrial development bonds, the 
local government incurred more In 
additional expenses than it gained In 
revenue. 

The Research Service selected five 
towns in Kentucky with populations 
under 5,000. Between 1958 and 1963, 
at least one manufacturing firm em- 
ploying about 100 persons moved Into 
each town. The study Investigated 
the direct tax revenue derived from 
each Industry and conpared It with 
the Increased expenditures made nece- 
ssary for water, sewage, and school 
facilities. In every case, the expend- 
itures were greater than the revenues, 
even where the town did not float 
development bonds or grant tax concess- 
ions. 

The study also concluded that there 
may have been an even greater negative 
fiscal impact if the companies had 
brougJit in more outside employees 
with school-age children. All the 
Industries obtained over 907. of their 
employees from the local area. Thus 
they brought no great Influx of new 
population demanding more goods and 
services. In one case, the company 
brought in only one new family with 
two school-age children. Still, the 
school district Incurred an annual 
net loss of $898. 

Flemingsburgh, Kentucky was one of 
the towns studied. In 1959, a sub- 
sidiary of a large corporation 
(unnamed in the report) moved Into the 
town. The firm (a manufacturer of 
auto trim) neither requested nor re- 
ceived any local government assistance 
for financing the acquisition of land, 
construction of the building or pur- 
chase of the equipment, nor did It 
request any tax exemptions. 

In contrast, when a shoe manufacturing 
plant (also unnamed) moved Into Flero- 
Ingburgh in 1966, the city issued 
$250,000 worth of industrial revenue 
bonds to finance land acquisition and 
building construction. As a result, 
the city owned the land and buildings , 
making them exempt from real property 
taxes. In addition, the city granted 
the company a five year exemption from 
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personal property taxes. 

Each of the new companies brought 
Ir fifteen managerial and supervising 
c;nployccs, with an accompanying 
increase of fifty children in the 
local school system. 

The auto trim manufacturer paid 
$2592 per year in taxes. Because of 
the tax concessions, the 3hoe manu- 
facturer paid only $46 per year , The 
auto company cost the school and city 
districts $2862 in additional ser- 
vices, creating a net fiscal deficit 
of $170 per year. The shoe manu- 
facturer's additional costs were 
$3,400 per year, creating an annual 
deficit of $3,371 , 

Even if the private economy should 
benefit from the increased employment, 
it would appear thi? towns would con- 
tinue to be loserCf since they lack 
the power to tax personal income 
(the study however did not explore 
this point). 

Copies of the study are available 
at no cost from the Economic Research 
Service, U, S, Department of Agri- 
culture, Washington, D,C, 



CLEARlh*GHOUSE OF UWYERS, OTHER 
PROFESSIONALS, AND STUDENTS ANNOUNCED 

The Newsletter would like to begin 
a clearinghouse for persons with skills 
needed in property-tax reform efforts. 

The names of juch persons would be kept 
on file and given to nearby citizens 
and groups who request them. Lawyers, 
appraisers, realtors, planners, econo- 
mists, students, and persons with 
related talents who desire to be listed 
.in this clearinghouse are requested to 
submit their name, address, phone number, 
and a brief account of their experience 
and skills. Please indicate also If 
you would prefer not to be listed in a 
forthcoming Newsletter. 



Under a much-heralded state law, 
citizens of Connecticut are supposed 
to have the "right to know"; that is, 
the right to inspect all public records 
and documents. But when property tax- 
payers of Wallingford, Connecticut, 
(pop. 35,801) tried to avail them- 
selves of this right to see if they 
had been assessed and taxed fairly, 
they found the record books to be 
effectively closed. 

The citizens had become aroused 
over a controversial reassessment 
done by the United Appraisal Company 
of East Hartford, Connecticut. While 
the assessments and tax bills of most 
homeowners had gone up subs^antlally , 
the proportion of the total tax bill 
paid by the town's industry had dropped 
from 307. to 23^, To see if the reas- 
sessment had been above board, and if 
they had arty basis for an appeal, the 
taxpayers asked to see the assessor's 
records. 

They were not given an outright 
refusal. Instead, they were told 
they could not see the records unless 
the assessor was present. And the 
assessor, it seems, was hardly ever 
present. Taxpayers made repeated 
trips to his office, to no avail. 

One signed an affidavit that she had 
been there twelve times. Each time 
she was denied the records because 
the assessor was not there. An 
assistant to the assessor said that 
normally he was in the office less 
than half the time, and that he left 
no instructions as to how he could 
be reached when he was away. 

(Even if the taxpayers had gotten 
to see the records, however, the 
benefit;8 would have been limited. The 
assessor's office provides no photo- 
copy equipment or service, and it does 
not allow cameras. So to use the 
lengthy assessment rolls and "field 
work sheets", citizens would have had 
to transcribe them by hand.) 

Meanwhile, the sixty-day period 
for appeals wi»^s running out, and the 
taxpayers had no way to discover if 




NOTICE REGARDING CONFERENCE PROCEEDINGS 



they had a factual basis to file one. 
And under Connecticut law, there is a 
stiff penalty for anyone who appeals 
without having a factual basis • So, 
with the assistance of the Connecticut 
Earth Action Group, a public-interest 
organization being established with 
help from Ralph Nader, a group of 
taxpayers sought a court order to 
extend the appeals period until their 
right to see the assessment records 
had been honored. The Judge turned 
down their first petition, saying 
he needed to be shown he had the 
power to grant such an extension. 

When the taxpayers' attorney appeared 
the next day— the last of the 60 day 
period--with the requested brief, the 
Judge again denied the petition, 
saying he had forgotten his glasses 
and couldn't read it. 

Several taxpayers filed appeals 
without having seen the records, and 
others may join them in a class 
action later. In addition, Walling- 
ford residents and the Earth Action 
Group intend to investigate the 
indications of misdoings which arose 
there during the reassessment contro- 
versey. 



The May, 1971 Newsletter announced that 
there were available copies of the pro- 
ceedings of the Conference on Property 
Tax Reform, held in Washington, D. C. 
last December twelfth. (The proceedings 
appeared in the May 10, 1970 Congress- 
ional Record at page E A1A7). The 
response to this announcement was 
larger than anticipated, and our supply 
temporarily ran out. As soon as the 
Newsletter can secure more copies of 
these proceedings it will send them to 
those whose requests have not yet been 
honored, and to any others who would 
like to request copies. (All requests 
should include a stamped, self-addressed 
envelope, please) . 



CORRECTION 

The last issue of the Property Tax 
Newsletter stated at p. 3, col. 1, 
that James R. Laird, President of 
James R. Laird & Associates, an 
Appleton, Wisconsin appraisal and 
engineering firm, is the brother of 
Secretary of Defense Melvin Laird. 
Mr. James R. Laird has informed the 
Newsletter that he is not a relative 
of the Secretary of Defense. 



A RRQIEST TO CITIZEN GROUPS 



The Newsletter would like ascertain how it can be of greater help to 
citizen groups and organizations working towards property tax reform. To 
this end, it needs to know more about them. Representatives of such 
groups are requested to answer the following questions, and to provide 
any other information or remarks thought to be helpful. (Individuals are 
of course also urged to share their views and comments with the Newsletter.) 

Name of Organization: 

Address: Phone: 

Chief Officer: Is he paid? 



Qualifications for Membership (if any): 
Number of Members: 

When Founded: 

Source (s) of Funds: 

Approximate Annual Budget: 

Do you publish a Newsletter? 

^Havc you issued any reports? 



of Active Members: 

Frequency of Meetings: 

Subscription price: 

If so, please list titles, year, 
and prices 



Have you endorsed any political candidates: 

Are you affiliated with any other organization: If so, please list 

^'brief description of activities and achievements to date (including law 
suits, disclosure or public information, reforms, and the like): 



* What are the most important issues and difficult problems confronting your 
group at this time? 



*How can Thi Newsletter be more helpful to your Group? 



^Usc a separate sheet, if necessary. 

If you wish to fill out this questionnaire and use the order form 
on the reverse side, please make a facsimilie of the latter* 
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PROPERTY TAX NEWSLETTER 
1025 15th Street, N.W, 

Suite 601 

Washington, D»Ci 20005 

I wish to receive the Property Tax Newsletter. Enclosed is my check or money 
order for □ $2.00 (individual) tU $3.00 (business, professional, or 

institution) (make payable to Public Interest Research Group). 

Name Address 

City State ^ZIP CODE 

Back issues of the Property Tax Newsletter are available for twenty cents 
each. Please use the order form below. 

Check back issue (s) desired: Total amount enclosed: 



Number 1 (October, 1970) 
Number 2 (November, 1970) 
Number 3 (December, 1970) 
Number 4 (January, 1971) 
Number 5 (February, 1971) 



Number 6 (March, 1971) 
Number 7 (April, 1971) 
Number 8 (May, 1971) 
Number 9 (June, 1971) 
Number 10 (July, 1971) 



PROPERTY TAX NEWSLETTER 
1025 15th Street, N.W. 
Room 601 



Washington, D.C. 20005 



FIRST CLASS MAIL 




68-412 O • 72 - pt.te D*2 - 17 
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NADER’S REQUEST FOR CONGRESSIONAL INVESTIGATION 

The Honorable Eduiund S. Muskle 
Chairman 

Subcommittee on Intergovernmental Relationa 
Connittee on Government Operations 
U.S. Senate 

Washington, D.C. 9 August 1970 



Dear Senator liuskie: 

As you know, the Subcocmittee on Intergovernmental Relations 
has a responsibility, according to law and its annual authorizing 
resolutions, to ^'examine, investigate, and make a complete study 
o£ intergovernmental relationships between the United States and 
the States and municipalities, including an evaluation o£ studies, 
reports, and recommendations made thereon and submitted to the Congreas 
by the Advisory Commission on Intergovernmental Relations pursuant to 
the provisions o£ Public Law 86*380, approved by the President on 
September 24, 1959, as amended by Public Law 89-733, approved by the 
President on November 2, 1966."^ Judging by the reports submitted to 
the Subcommittee by the Advit^otry Commission on Intergovernmental Rela- 
tions (ACIR) and by the repeated concerns £or adequate local revenues 
expressed by you and the Subcommittee memb'^rs over the past decade, 
there sre £ew issues more important to the Subcommittee than the 
status o£ the property tax. Yet over the same decade, there were £ew 
issues subject to so little Subcommittee attention and investigation 
than the property tax — the source o£ about 407. o£ local general revenue 
£rcm sll sources. 

Moot u'ould concede .that considerable political courage would be 
involved in any Congressional committee investigation o£ the nature, 
aooesement, incidence and administration o£ the property tax in this 
country. But the undertaking is nccessatry nevertheless and your 
Subconxaittee is in a prime Jur;>cdictionsl avc**.ato do so. 1 should 
like to set -** *' some rescons for tills belief for your consideration 

and comment. 

State and local expenditures have st least doubled since the 
£ounding of your Subcom^ttee a decade ago. Analysts project that 
state and local governments will have to raise a total o£ $300 billion 
in the next three years. Property taxes produced revenues o£ 
$33,556,000,000 £or state and local governments in 1969. Despite 
predictions o£ its decline in importance, the property tax has displayed 
signi£icant elasticity or responsiveness to both national economic growth 
and local revenue needs. However, property tax revenues are not keeping 
up with the expenditures o£ state and local govomments. This is worri- 
some £or more than the obvious reasons; the property tax revenue is a 
major determinant in the ability o£ local governments to £inance public 
education, hospitals, municipal £acilities« It is also a yardstick 
£or how much additional state and £oderal assistance is needed. Moreover, 
as economists have pointed out, the tax a££ects the cost and use o£ 
housing and land, the allocation o£ private resources and can become £ar 
more regressive in practice than in the theory espoused by state con- 
stitutions. 

It is in the area o£ property tax administration that your Sub- 
committoe can be mor.t helpful in bringing the £acts together for an 
entire nation to obtain a more coniprohensive view o£ what some 80,000 
separate local governmental Jurisdictions depend on for revenue. There 
is no doubt whatsoever that the grossest inequitie? . discrimination, 
illegalities and incompetence prevail on a scale w: <.1 beyond the episodic. 
It is important to note that, unlike sales and income taxes, property 
tax liabilities for the average not-well-connectod taxpayer are not 
Initially determined by taxpayers but by assessors who are elected, for 
the moot pert, in highly partioan rather than professional contexts. 
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Add to these contexts the camouflaging capacity of valuation and assess- 
ment advocacy by corporate advocates operating well out of public visi- 
bility and the interlocal and interstate property tax competition 
induced by tax "shopping' industries and the backdrop for profound and 
unbridled abuses becomes clearer. 

Consider the requirement in many state constitutions that taxes be 
levied at uniform rates against the reality of wildly preferential as- 
sessments both inter- and intralocally. This practice has been so no- 
torious that the most restrained scholars have seen fit to use strong, 
normative descriptions. For example, in a 1963 report by the Advisory 
Coninission on Intergovernmental Relations (ACIR) whose activities are 
the jurisdictional concern of your Subcommittee, it was stated: 

• A somewhat exclusive characteristic of property tax adminis- 
tration is that few officials feel under obligation to enforce 
the tax law as written. In some States, in fact, compliance 
by the assessors with the constitution and statutes would be a 
cause for general consternation. The average assessor makes 
himself a sort of one-man legislature,*' 

In a report by ACIR released three years ago, it was declared: 

"In brief, the practice of 'negotiating* industrial tax 
assessments can produce both a highly discriminatory tax 
system and a corruptive administrative environment." 

Again,' in a 1969 report, ACIR stated its concern for the "evasion 
and condoning of evasion [which] are so widespread as to make such laws 
a tax on integrity" and noted that "the extent to which some personal 
property tax laws have beomce legal fictions is notorious." 

Such connentaries are not restricted to ACIR reports but are .. 
characteristic of many property tax scholars and state consatssiona 

of inquiry. 

The extent to which large business properties fail to pay their, 
proper share of the property tax, given stated assessment ratios, is a 
national scandal of corruption, industrial extortion toward local com- 
munities, and discriminatory impact on the small business and home owners 
who have to' pay the bills., Nothing short of a. federal investigation can 
begin to disclose the abuses which have woven a fine web of mu^lly 
implicating relationships between business and government officials. 

Some examples of the most serious underpayments of property taxes 
can illustrate that billions of dollars of local property tax revenues 
are being lost to local conenini ties through the abuses and evasions of 
large business property holdr -s above ^d underneath the ground: 

1. In the Permian Basin of west Texas , some of the world's largest 
oil and gas companies own inmensely rich properties.which are undervalued 
by more than 50%. Since the local county and school district 
receiving fair payments on the oil and gas properties , the small business 
man and the owners of houses are paying nearly one-third more in taxes to 
meet . local revenue needs, . 



facilities for their citizens. Property taxation or cimoerianu, 
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grossly undervalued treatment » is a pattern sll across the nation from 
Maine to Georgia to the Northwest. 

3. In Minnesota, taconlte producers have token hundreds of 
millions of dollars out of the state after extorting a shockingly low 
tax rate from state authorities as the price of their production. The 
profits for these companies --such as Republic Steel and Armco Steel-- 
from this production have been enormous. Yet the taxes on taconlte are 
one- third of the per ton state and local taxes on natural Iron products. 
Presnetly, the taconlte production tax Is only 13^ per ton (It was much 
lower a few years ago). But a study by Stanford Research Institute for 
the N.E. Minnesota Organization for Economic Education, released In June 
1970, concluded that the tax could be Increased to at least 50^ per ton 
without affecting the marketing position of the Industry. 

4. Much undeveloped but valuable land resources held by companies 
are late In being rendered for the purposes of te ' 3 S. For example, some 
property In the Permian Basin i^ent unrendered for a nunber of years. 

5. Special "industrial zones*' receive special property tax treat- 
ment In the most discrlmlnstory manner. Through deliberate under- assess- 
ments , these industries are not even payir 4 g the price of their own 
pollution of the local connminltles , not to mention the failure to con- 
tribute th*>:ir faii: property tax share to the educational and other tiseds 
of the coTiOunlties. 

6. In a recent report (July 1970) by a team of West Virginia law 
students, the shocking underpayment of property taxes by the coal barons 
was documented. Despite eiiormous profits on investment In this booming 
sub-economy, the cocl operators (many of them sVeel, oil and chemical 
companies) have stsrved thene poor areas, their rightful share. The 
traditional underpayment of property taxes for oil, gas and coal has been 
noted In the scholarly literature and reported in Dick Netzer* s study of 
the Economics of the Property Tax . 



7. There arc sliallar conditions obtaining in the copper mine areas 
of the cotmtry and In th,e discriminatory property taxation of large 
sgrl-buslness holdings. 

In these days of serious local revenue needs and discussions about 
federal revenue sharing, ytrar Subcomnittee 1s In a tmlque position to 
conduct the Investigation needed to point toward the restoration of at 
least $6 billion in lost property“ tax revenues from large property and 
subsurface' mineral owners* Also because of the Interlocal and Interstate 
competition which industries, old and new, throw states and localities 
Into, only a federal Inquiry can do this job. Public Law 86-380 directed 
the ACIR to rcconiiiend the "cost desirable allocation of governmental 
revenues among the several levels of government" and suggest a '*more 
orderly and less competitive fiscal relatlon8hlp(s) between governments." 
ACIR has conducted a nuaiber of studies In this regard but they have been 
almost totally Ignored. It Is clear that your Subcooinlttee has not ful- 
filled Its mandated mission In taking these reports and extending to 
their data and judgments the facility and policy judgments of the Subcom- 
mittee. Such a leadership' role Is critical If '***"Te is Gv?*r to be 
rear.*— ^ --pr '-r taxation. If all the legal revenues are to 
be collected from the property tax, and If there Is ever to be an opportun- 
ity to restore the law tc a level of Integrity that coonands respect and 
rebukes the dealing, the pressure and the corruption that ha^ been Its 
administrative idemark for so long. 
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[Prom the Gary Post-Tribune] 

FOR A CLEARER STEEL TAX PICTURE 

Because a situation has been left dormant for years is no reason that it 
stay that way. That truism seems particularly applicable to r^ent dlsclosin - ^ 
in this newspaper that for years United States Steel’s Gary plants have, through 
^‘gentleman^^agr^^^^^^ otherwise, been able to avoid literal adherence to 

the city’s and the state’s building permit laws. f 

What is Involved is not so much the permit fees themselves. While they ainount 
to a considerable sum— much of which the steel company has paid— they are 
relatively small in comparison with other potential revenue. 

What is Involved— less directly but more importantly— Is tax valuaUon. 

For years the steel company, for reasons of expansion^, modernization and 
correction, has been spending millions, probably hundreds of >ndllons, 
its mills here How many millions? The steel company has ne\er said. Its 
building i>ermit checks have been based on undetailed 

estimates. Its public relations announcements of such projects ha\e traditionally 

°"ihe?e wSseem to be a reason. By glossing over or hl^ng actual figures 
the company can make a report on the value of its property which often repre- 
sents less than may have been paid for actual improvements, let 
Snllntlom A^s^r “ employes base been as tecbnlenlly nnnble to doeu- 
mSt ?fbalTea^ tr«e^^^ have elty building depajtmen, einp oyes^ 

Thnf could onen the way for the steel company to pay considerably under its 
fair share of taxes. That in turn would place that burden on the homeowners, 

smaller businessmen and other taxpayers. ,,vr.inTinHnn<! in de- 

Now the steel company could have some arguments and explanations in rte 
fense First, it is next to impossible for relatively low-paid employes of the 
building department and assessor’s oflSce to challenge figures provided by bati 
Ses ofVxSTnced engineers on the costs of steel construction Second de- 
preciation is in itself so complex a study that challenging mill figures wo uW 
raise another considerable problem. Third, 

on improvement is for equipment which may not be subject to bui ding permit 
fees though which should be subject to personal property tax. Fourth, a large 
imrt 0- the° Improvement has been in part for combating of pollution for which 
lux “rtMlirS oS thousb often at tbe some time ulso tor more 

’^one oT ttrab^ho^ve^^ a reason why the steel TOmpany should be 

exempt from a routine ordinance such as that regulating building permits, and 

from similar state laws. «*■ in 106 ft then 

We trust the city will follow through on the effort it initiatea iii lueu 

loi- Hf' tft enforce the building permit ordinance as it may affect the steel com- 
pw iuSafS does wi«^ are Inyolved. We hope the state does the same 

"’S penult revenue could mean something. The possibly more nccurate tax 
valuation picture should mean much more. 



[From the Gary Post-Tribune] 

PLUMB QUITS GARY CHAMBER OF COMMERCE, HITS SANITARY 

BUDGET CUTS 

(By David C. Allen) 

IrSrKSe’rTi^lim'ere'Jrd^rc^^^^^^^^ 

“efrS cStS mmbe^ committee chairman, as well as a current 
lirector of the chamber. 
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He said he resigned after the chamber Tuesday renewed objections to the 
Gary Sanitary District's 1971 budget at a lienring before State Tax Board repre- 
sentatives in Crown Point. 

Plumb, one of three members of the sanitary district board, defended the 
district’s original budget as an uninllated version of exactly what it needs. 

Sanitary District Supt. F. Leonard Coventry, who also was at the press con- 
ference, announced Wednesday he will quit if money cut by the Lake County 
Tax Adjustment Board isn’t restored. 

At issue are cuts of .$1.3 million in the fund from which bonds are paid and 
$331,000 in the accounts that finance current oi>erations. 

If those cuts are upheld by the State Tax Board, the final authority on local 
budgets, the district will be crippled. Plumb said. 

Plumb criticized chamber and U.S. Steel tax researchers for short-range 
thinking in depriving the district of operating funds. 

For one thing, merchants who are members of the chamber aren’t being paid 
promptly in their sales to the city because units of city government run sliort 
of cash, he said. 

The chamber also confuses year-end appropriation balances with actual casii 
on hand, the engineer said, although local governmental units haven’t been 
receiving as much revenue as full collections of appropriated money would bring. 

Plumb said ciiainber recommendations accepted by tax review agencie.s leave 
tlie district short of funds to meet bond principal and interest payments that 
fall due each Jan. 1. 

And he quoted U.S. Steel’s Phillip McParren, once the chamber’.s tax specialist, 
as explaining that the district can borrow to meet those payments at cheaper 
rates than U.S. Steel can borrow. 

U.S. Steel’s savings would be just $4,000 if the district borrowed instead of 
levying the cost of an operating balance on U.S. Steel and other property owners. 
Plumb said. 

Reforms made in .sanitary di.strict oTX*rations since Mayor Richard G. Hatcher 
took over the city administration in 19GG, Plumb said, are in danger of being 
scuttled by actions of the county and state tax reviewers on advice of the 
chamber. 

That includes modernization of the sanitary district treatment plant, wliicli 
he said was built a few years ago “at great expense” and still doesn’t work. 
That modernization calls for a $12 million project, only a quarter of it local 
money, he said. 

Also in jeopardy, said Plumb and Coventry is a $155,000 sewer to serve the 
new Northeast Elementary School scheduled at Park Street and Ash Place. 

Coventry expressed no optimism that the State Tax Board will heed iiis 
appeals to restore budgets of $1.5 million for oi>erating and $2.7 million for 
bonds. 

He said he has written the tax board members stating reasons the city needs 
the entire budget, but otherwise is leaving the matter in the hands of the 
Indiana Stream Pollution Control Board. 

That board 1ms mandated phosphate treatment facilities in Gary by Decem- 
ber 1972, among otiier things, the superintendent said. 

He said he will be available to speak at any time with the tax board should 
the state pollution agency make an appointment involving the matter. 

Also available, Plumb said, will be the League of Women Voters, the Gary 
unit of tlie American Association of University Women and the Community 
Action to Reverse Pollution (CARP) committee. 

Plumb said his resignation was submitted with regret, ao he said the chamber 
membenship includes many fine people. 

He added his public condemnation of the chamber came only after he worked 
hard to avoid the “drastic” step. 



[From the Gary Post-Tribune] 

MILL-CITY DISPUTE HARDENS 
By George Crile 

J. David Carr, superintendent of Gary Steel Works, feels the proper place to 
settle the dispute between the city of Gary and Gary Steel Works over building 
permits might be the courts. 
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A lawsuit apparently is the only path left to city officials now if they don’t 
agree with his interpretations of Gary Works’ responsibilities in the matter. 

Unlike other firms and individuals in Gary, U.S. Steel does not obtain build- 
ing permits from the city buildiug department. It does pay fees of the permits, 
but these are based exclusively on its estimates and have been challenged by 
the Hatcher administration. 

City building inspectors are not granted free access into the mills and uo not 
conduct investigations there as with other businesses. 

Carr maintains, ‘'Gary Works is located outside the Gary Fire District and 
thus doesn’t fall under the 1962 building code ordinance.” 

The current controversy over building permits is “an honest legal difference of 
opinion,” he said. 

Referring to Gary Mayor Richard G. Hatcher, Carr said: “Just because some- 
one all of a sudden is elected to office and says you’re guilty ... all you can say 
is who does he think he is— flaunting history and the legal opinion of our 
lawyers?” 

Shortly after coming into office in 1968, the Hatcher administration reversed 
the policy of previous city administrations and insisted U.S. Steel in Gary con- 
form to the city building permit laws. 

Negotiations were initiated in 1968. They were allowed to break off about a 
year ago but now .appear about to resume. 

Si)Okesmen at U.S. Steel refused to com went on the general question of building 
permits prior to the publishing of a Post-Tribune investigation in late October. 
After the article was published, public relations representative Bancroft Yar- 
rington said no comment would bo possible until copies of the article had been 
sent to the company’s main offices in Chicago and Pittsburgh. 

A letter from the Post-Tribune sent to former Gary Works Supt. George 
Jedenoff, asking assistance in getting a response to the investigation, was for- 
warded to Carr and an interview was then set. 

The interview took place in Carr’s office, just inside the main entrance to Gary 
Works. He w'as joined in the inverview by U.S. Steel’s Chicago-based lawyer, War- 
ren C. Horton, Chic-f Engineer Arnold Beyer and a public relations representative, 
John Daley. 

Carr offered the interviewing reporter “a little philosophy” of the company. 

“We stand on this philosophy: We never violate a law, a statute or an ordi- 
nance,” be said. 

‘T wouldn’t be sitting here in this chair if I weren’t an honest man,” he added 
later. “We may have a difference of interpretation of the law, but that’s why we 
have such knowledgeable legal counsel,” he said, gesturing toward Horton. 

Carr then had the lawyer run through the corporation’s justification for not 
conforming to the city’s building permit laws. 

“The original building code ordinance was adopted in 1926,” Horton began. 
“The fire limit ws established as ending at the Grand Calumet River. No one 
at the time meant for the code to apply to industry north of the river.” 

“U.S. Steel has it’s own sewer system, fire and police departments and medical 
facilities,” Horton continued. “Our legal position from 1926 through 1970 is that 
we don’t fall under the ordinance.” 

Horton stopped at this point. He noted, “It is not desirable to go forward with a 
detailed legal definition of our position because it might end up in court.” 

Carr said the corporation’s policy since 1953 of paying city building permit fees 
in quarterly lump sums without liaving to take out single permits emerged as a 
compromise over a “divergent legal opinion as to the application of payments” 
to the building code ordinance. The payments have always been made with the 
understanding they are “without prejudice to our position. That is the key,” 
he said. 

He said the company doesn’t in any way acldiowledge an obligation to con- 
form to the building code ordinance through its 17-year history of making pay- 
ments fox‘ lees. 

“We’ll pay the fees, but only if it doesn’t jeopardize our position,” he added. 

On the topic of U.S. Steel’s relationship to the Indiana Administrative Building 
Council (ABC), Beyer said he didn’t believe The Post Tribune figures, which 
stated that more than $30 million in construction had been undertaken at Gary 
Works without state permits since 1962, were accurate. 

Wliile denying the general figure, Beyer acknowledged the Basic Oxygen 
Process Shop— a project started around 1962 ''.nd costing many millions of 
dollars— had not received a permit from the ABC. 
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Carr complained several times about The Post-Tribune story. 

“How far can you push uie?” he asked. “Pm not asKing for a tight witli the 
l)uper, but a ue\Ysi)aper is a business — it doesn’t exist in a vacuum. It’s got to 
have a relationship with U.S. Steel. What would happen if it were to lose iiionc}*? 
You ever heard of that?” 

Carr said such disputes as the one over building permits should be settled in 
court. He complained that The Post-Tribune article made U.S. Steel appear to be 
“dealing under tlie table,” 

“Unfortunately, judges and juries read newspapers and watch TV,” he said. 

Carr concluded the interview with a warning to The Post-Tribune. 

“Almost 35,000 people make their living from U.S. Steel in Gary,” he said. “Our 
business makes the city and also makes the paper.” 

When asked to elaborate on tliis point, Horton intervened : “I think what we’re 
all trying to say goes back to a statement by the founder of the city. Judge Elbert 
H. Gary. ‘Our policy is to be a good citizen in the community we reside in.’” 

The interviewer was over the reporter about to leave Carr’s office when tlie 
superintendent repeated a point made earlier: “This corporation was started 70 
years ago. The city depends on it and so does the newspaper.” 



[From the Gary Post»TrIbune] 

SUIT CHALLENGING METHOD OF ASSESSING AWAITS OK 

By George Crile 

Gary Mayor Richard G. Hatcher is considering committing the City of Gary to 
a lawsuit challenging the present statutory method of assessing property in 
Indiana. 

The research has been completed and the suit awaits Hatcher’s go-ahead. The 
Lawyers Committee for Civil Rights Under Law, a Washington-based public 
interest law firm, has been working several months preparing for the suit. A 
request from Hatcher resulted in the firm assigning two lawyers full time to 
the case. 

Although the potential suit w’ill probably be aimed at the general question of 
assessment practices in Indiana, the real target of the legal challenge would be 
what the Hatcher administration and other local observers feel is the under- 
assessment of U.S. Steel’s properties in Gary (and the correspondingly high 
assessment of other properties). Another possible target of the suit could be the 
Calumet Township assessor, Thomas Fadell. 

The lawyers committee is providing its sendees without charge but the city 
would still incur about ?20,000 in local costs. Hatcher is holding off on his decision 
whi^e be seed's a fundiner source among private foundations. 

The Gary School Board considered joining the city in the civil suit but conflict- 
ing opinion among board members prevented the move. 

The threatened lawsuit is the latest in a series of initially attention-getting, 
but so far fruitless, moves on the part of the Hatcher administration to challenge 
U.S Steel’s assessment. 

With considerable fanfare in 1968, city hall officials, citing a 1906 state statute 
for legal justification, tried to force U.S. Steel Corp. to turn over its Gary Works 
books to the city so its tax assessment could be checked. The corporation’s 
lawyers, however, succeeded in gaining a temporary restraining order. The ap- 
proach wasn’t attempted again. 

Shortly after that, Hatcher moved on a different front, demanding that the 
corporation start to take out building permits in the same manner as other indi- 
viduals and firms in the city. U.S. Steel had adopted the practice of paying for 
permits but not taking them out and not granting city building inspectors free 
access to inspect the facilities. 

By state law, the mayor of a city is required to provide the township assessor 
with building permits on a monthly basis to assist him in determining the fair 
market value of the properties he is assessing. 

Gary city administrations had been in violation of this state statute in regard 
to U.S. Steel property for years until the Hatcher administration broke precedent 
in 1968 and insisted on compliance from the corporation. 

Once again, an initial drive was qultkly dissipated. It has been two years since 
the issue was raised and nothing has been resolved. 




\ 
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Recent public statements by U.S. Steel officials, however, make it clear that the 
corporation won’t take out building permits unless ordered to by a court of law» 
This is apparently a company policy for all of the corporation’s steel mills 
throughout the country. 

The Lawyer’s Committee has offered to take oi\ this case for the City of uary 
as well, and Hatcher has indicated the city intends to take U.S. Steel to court 
over this case even if it doesn’t follow through on the larger question of the as- 
sessment practices in Indiana. 



[From the Gary Post-Tribune] 

ASSESSOR lERS EXPLAINS-CCC, INLAND ARGUE “TAX BREAK” 

CHARGES 

By George Crile 

Inland Steel Co.’s East Chicago plant is receiving a yearly tax break of $20 
million, the Calumet Community Congress (CCC) charged tod^. 

The CCC released the results of a two-month study of East Chicago steel mill s 
assessment to The Post-Tribune this morning. 

Representatives of the CCC’s taxation committee said they would make these 
charges in person this afternoon at Inland’s annual share-holder’s meeting in 

Chicago. , . , i. t 14 . 

The steel company today rejected the CCC conclusions in a statement by its 

chairman, Philip D. Block, Jr. ^ ^ tA 

John Sargent, a veteran employee of Inland and tlie first president of Steel- 
workers Local 1010 (in 1937), will read off the results of the CCC’s investigation 
at the meeting. Sargent is a member of the organization’s tax committee whicn 
conducted the assessment probe. 

North Township Assessor John Pers is charged with the responsibiluy for as- 
sessing Inland’s East Chicago plant. But Pers refers questions to the State Tax 

^^hey have assured the responsibility,” he told The Post-Tribune. “We’ve raised 
the mill’s assessments in the past, but they always finalize It aplnst our wishes. 

State Tax Board President Carlton I. Phllllppi, saying he didn t have all in- 
formation available,” declined to comment immediately on Pers statement or on 
the board’s role in assuring the steel mill. 

The CCC’s $20 million figure was computed with the use of a formula for ae- 
termlnlng the net worth of steel mills. The formula, published by Fortune maga- 
zine, is used by insurance companies to determine the replacement value of capi- 
tal equipment needed to produce certain volumes of steel. , . . 

The Insurance company formula calls for $350 of capital equipment to produce 
one raw ton of steel. Another formula, given by an 

Corp. to a Chicago newspaper recently, put that figure at $300. It is this figure 

The Harbor Works produced more than seven million tons of raw steel in each 
of the last three years, and according to Inland’s 1970 stock prospectus, th^^ 
pany’s East Chicago plant has an annual steel making capacity of about 7,700,oou 

Applying the more conservative $300 a ton figure to the more conse^ative 
output figure of seven million tons, the CCC came up with a true cash value for 
the Harbor Works, before depreciation, of $2,100,000,000. ’ , 

From this total, the CCC then subtracted $100 million for yrlte-offs on such 
expenditures as antipollution equipment, and allowed a depreciation figure of $1 
billion, or 50 per cent of the company’s capital Investment. _ 

The assessed valuation ^hen, under state law according to the CCC, should be 

$330 000 000 - 

This contrasts with Inland’s $105 million assessment for 1971. 

Blocks’ answer said In part: “Our Indiana property assessments are made 
by the statutorv government agencies, namely the township J 

board of review and the State Tax Board, which niakes^ the flnnl determination 
of proper assessed value. In doing so, the board is legally entitled to audit in- 
land’s books and records to verify the return. .. . 

"Tile Calumet Community Congress has on several “Sieged 

Inland’s Indiana Harbor Works at East Chicago ^’"der“ssessed. 
while its representatives were meeting withy company officials to inform them 
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selves on how Inland’s tax assessment was made, and to seek answers to a series 
of questions in this respect, their r*r nations were bein;: distributed to the news 
media. 

“We reject their assertions, which are pirossly erroneous and naive. They are 
based on inaccurate interpretations of state regulations governing property taxes 
and the use of completely inapplicable tigures. 

“In referring to the cost of recent property additions, as well as theoretical 
plant values, as their suggested basis for determining the assessmcrit, they do not 
give proper recognition to these pertinent factors : 

“First, that book value is the starting basi.s used for determining hiisine.ss 
property as.sessnient. and not replacement cost or other theoretical valuations. 

“JSecond, that there is then deducted federal income tax depreciation, which in 
Inland's case is greater than book depreciation. 

“Third, that real property and personal property are assessed under different 
procedures. 

“And fourth, under Indiana laws and regulations certain adjiistnients are al- 
lowed, including the exclusion of air and water purification facilities, adjustment 
for economic obsolescence and a GO per cent reduction in assessed value for new 
facilities in the initial year of operation.” 

Inland’s tux bill is arrived at by applying East Chicago’s tax rate, which was 
a little under $10 per $100 of assessed valuation, to the plant’s assessed valuation. 

This results in a CCC-computed tax bill of .$30 million, as opposed to Inland’s 
actual tax tab of approximately $10 million. 

Sargent is expected to call for the corporation to pay $100 million in upaid 
back taxes. 

The CCC committee membership is made up predominantly of steelworkers 
with a few students and teachers. Staughton Lynd, a well known historian and a 
former Yale University professor is also a member of the committee. 



[From the New York Times] 

U.S. STEEL GARY WORKS HAS TAX “TROUBLE” 

Portage — United State Steel’s Gary Works general superintendent said Friday 
his company has tax trouble. 

“Gary’s overtaxing us,” J. David Carr told a news conference at the Holiday 
Inn in Portage, adding the Gary Works pays twice as much taxes as any other 
Northwest Indiana Arm. 

“They say a steel company is capital intensive low yield operation and they’re 
right,” Carr said. “Tliat means it takes a lot of investment to make a little 
money — and that’s just what we’re making — a little money.” 

He said last year’s third quarter business paid 62 cents a share. At least 60 
cents went to shareholders and 2 cents back into the company. 

“If it sounds like we’re crying ‘poor mouth,* that’s just what we’re doing,” 
Carr added. “We’re facing hard times.” 

U.S. Steel pays the largest percentage of Gary property taxes, he said. “As 
long ns we are, we want people to understand true facts about our situation.” 

The major problems faced by the company are excessive property taxes and 
how to remove pollution from its coke plant. The coke provides fuel for furnaces. 
It’s an essential ingredient in the steel-making process. A steel mill cannot func- 
tion without it. 

Carr admits Gary Work’s coke plant is one of Gary’s major air polluters, and 
that U.S. Steel is faced with possible state and-or federal legal action forcing its 
shutdown if the company doesn’t clean it up. 

“At present there is no known technical method for controlling this kind of 
pollution,” he explained. ” We’re trying to stop it. We have the largest battery of 
pollution control devices in operation of any steel mill in the area.” 

But there is no substitute for solving scientific problems with scientific research, 
he added. 

“When science finds a method, we’ll adopt it,” Carr said. He did not say whether 
U.S. Steel has approached the federal government for aid in finding a solution to 
coke plant pollution, But another company official later was more specific. 

“The federal government doesn’t know any more about how to beat the prob- 
lem than we do,” he said. “Where Gary property taxes are concerned, the city is 
going to have to realize that it can’t expect this company to spend millions on 
pollution control equipment without a break on local taxes.” 

U.S. Steel can spend $20 million on pollution gear without ever realizing a 
single penny return on it, he added. 
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“By the time that equipment began to age and we had to get rid of 1^ we coul^t 
11 it to anyone or give it away. That $20 million is gone, He said XJ.S. Steel 



sell 

doesn’t have that kind of money. 



[From the Chicago Dally News] 

INLAND STEEL ASSESSMENT UNDER ATTACK 

A community group charged Wednesday that the Inland Steel Co.’s huge In- 
diana Harbor Works is underassessed by some $200 million. ^ 

Spokesmen for the Calumet Community Congress (CCC) planned to level the 
charges at the steel company’s annual stockholders meeting Wednesday afternoon 

^^The^C^C — a 6-month-old confederation of 42 community groups in the 
County (Ind.,) area— said the steel plant is assessed for tax purposes at one-third 

the level at which it should be valued. ^ 

The community organization said tax records show that the company s assps- 
ment for business tangible personal property and real estate is only $105 mllion. 

Standard economic analysis procedures used by the steel industry itself in^- 
cate, however, that the assessment actually should be more than $300 million, the 

CCC contended. , , 

More important, the group charged, the company’s own estimate of ^9,735j67d 
for the 1969 value of that property — which Indiana review ofQcials later raised to 
$74,062,280— «ame during a year when Inland president Philip D. Block said the 
company had made “a record high $148 million capital investments.” 

CCC pointed out that the Indiana Harbor Works, in East Chicago, is Inland s 
only steel works. And, according to company publications, the plant received most 
of the capital investment. 

Yet during that year, the valuation set by North Twp. Assessor John Pers ac- 
tually decreased by $9.5 million, from the $83,538,630 total set by the Indiana 
Board of Review for 1968. .r , , ^ 

CCC spokesmen further pointed out that for 1969, Inland dropped its own 
estimate of its business tangible personal property from $70,475,305 to $59,735,673, 
despite the huge new capital investment. 

Pers, was not available for comment on the CCC charges. 

And a spokesman for Inland Steel said the company w'ould not comment until 
it had a chance to study in detail the CCC charges. 

Lake County (Ind.’s) system for assessing real estate and personal property 
differs significantly from the system used in Cook County, where Assessor P. J. 
(Parky) Cullerton’s practices have been under fire since last fall. 

In Cook County and elsewhere in Illinois, the bulk of an industrial plant’s 
assessment falls in the category of “real estate” which deals with the land values, 
the buildings and much of the stationary heavy equipment such as blast furnaces 
and rolling mills. 

But in Indiana, real estate taxes cover only land value and a building’s struc- 
tural shell. All other construction is covered as business tangible personal 
property. 

CCC said that during the last eight years, records show that Inland’s real 
estate assessment and its own estimate of the increase in its business personal 
property assessment have increased less than $40 million. 

Yet during the last five years alone, CCC said the company has installed, and 
now has in production : 

An 80-inch hot .strip mill valued at $125 million. 

Ah 80-inch cold strip mili valued in excess of $125 million. 

Its number 4 Basic Oxygen Furnace, valued in excess of $70 million. 

A new electric furnace, valued at $32 million. 

If just these new facilities had been properly assessed, their total cost of 
$352 million — assessed under Indiana’s one-third-of -fair-value formula— should 
have boosted the plant’s assessment by at least $116 milHou, CCC contended. 

The community group’s officials plan to offer their critique through a series 
of questions at the stockholder meeting, asking Inland officers what value they 
place on various part of the plant. 

The CCC charges represented the second attack this month by a citizen orga- 
nization on the asessment of a major Chicago-area steel plant. 

Two weeks ago, the Chicago-based Campaign Against Pollution (CAP), pre- 
sented a detailed economic analysis charging that the U.S. Steel Corp.’s South 
Works, at 87th St. and Lake Michigan, has been undervalued by Cook County 
Assessor Culler ton by more than $118 million. 
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December 4, 1970. 



Mr, Edwin H. Gott, 

ChainftaUj U,S. Steel Corp,j 
New York, N,Y. 

Dear Mr. Gott; The time has come for you to take personal 
astrous health, environmental, economic and social tj,g 

poratlon In America’s largest compan^town-Gary, 
benign neglect of pliant government officials. United States 
much had Its way for over sixty years. As you know, Gary ^ as “ 
by the founder of U.S. Steel, Judge Elbert H. Gary. At the time of founffing 
of the city, Judge Gary said that it was intended to secure right living condi 
tlons around a steel manufacturing plant." If that \yas the mandate of this com- 
pany town, U.S. Steel’s performance to date has been a miserable perversion 

°^Gary enfoys the dubious distinction of being engulfed by air which Is among 
the most contaminated In the nation. While the Gary-Hammond-East Chicago 
metropolitan area Is about 56th In the nation In terms of population, it ranks 
about 11th In the nation In terms of dirty air. The levels of air pollution— made 
up primarily of particulate matter and sulfur oxides— can only be ^mparea to 
such metropolitan areas as NewTirk, Detroit, Boston and St, Louis. These ^r^s 
have populations which range anywhere from three to seven times that of the 
Gary-Hammond-East Chicago area. In the City of Gary itself, U.S.S.8 coke 
plant and its subsidiary Universal Atlas Cement, each emit more than wns 
of pollutants every day — more than two pounds for each man, woman and child 

in the city. ^ ^ 

As you are well aware, the environmental violence perpetrated by your com- 
pany goes far beyond aesthetic despoliation. City-wide averages of particulate 
concentrations are over 130 micrograms per cubic meter (iig/m*) on an annual 
average. Levels are even higher in parts of the city where plants are partid^ 
larly concentrated. The United States Department of Health, Education and 
Welfare reports that at levels of only 100 ug/m® persons over 50 years of age are 
subjeCk*^ to increased death rates and young children are likely to experience 
an increased rate of respiratory disease. At times readings in Gary have reached 
or exceeded 400 ug/m®, levels which can only be described as lethal. 

While contaminating the air residents of Lake County breathe, U.S.S. con- 
tinues to pollute the Calumet River with impunity. The 1965 federal conference 
on the Calumet set forth an overly-lax implementation plan for the installation 
of adequate treatment in the Gary facilities. Despite this extremely permissive 
compliance schedule, a reconvened 1068 conference found that the Gary facili- 
ties were hopelessly behind schedule. As has always been U.S. S.’s standard 
practice in the environmental area, the company secured an extension on its 
plan until 1969. It has also missed that deadline. Right now, the company is, 
through the use of its indentured lawyers and technical personnel, stalling for 
additional time. In the meantime the company continues its daily effluent of 
thousands of gallons of phenols, cyanides and ammonia into the Calumet. As is 
the case with air pollution, the company’s coke works are the worst offenders. 

U.S.S. has historically used favorable tax rules written and administered by 
its minions in government to short-change the community which it owes so 
much. Despite an investment of literally hundreds of millions of dollars in the 
Gary works since 1900 (estimates range from 400 million to one billion dollars), 
the assessed value of the Gary property has barely changed in these ten years. 
The Gary works are actually assessed at a lower value for 1970 than they were 
in 1965. 

U.S.S. has perpetuated this tax evasion by submitting valuation statements 
to assessors which stretch the credulity of objective observers. Nevertheless, 
they have been accepted without question by accomodating offlcials responsible 
for assessment. The company has also avoided public disclosure of the true value 
of its property by systematic law-breaking designed to obscure the company’s 
true tax indebtedness to the City of Gary. Its hundreds of millions of dollars of 
new construction has been carried out without complying with the city ordi- 
nance requiring that the company secure building permits. While quite willing 
to pay a flat annual fee in lieu of applying for the permits, the company has 
steadfastly refused to comply with this most basic law. Its unwillin^ess to 
risk the disclosures which a permit would require has been dictated by a desire 
to keep the public from knowing the enormity of the company’s undervaluation 
for property tax purposes. 
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U S.S.’s tax evasion has taken its toll on the City of Gary. The city’s fund for 
education— primarily dependent on property taxes— is nine miUion dollars below 
budget plans. Police, puulic health and other municipal services are also below 
what they could be if the company shouldered its fair share of the burden, ihe 
increased revenue that has been generated in recent years has been raised lar^ly 
at the expense of the wage-earning taxpayer. Gary’s small taxpayer is subsidiz- 
ing the largest steel mauuiacturer in the world. 

Of course, U.S.S. is not alone in the pattern of exploitation of the people of 
Gary and Lake County. It is joined by its sister steel companies and other power- 
ful industrial firms in the area. But U.S.S. is the leader in a tightly-controlled 
industry centered in a tightly-controlled region of the nation. If there is to be 
a citizen demand for coriiorate accountabilitj’, the iieople will obviously turn to 
tlie Chairman of the United States Steel Corporation. 

It is time for you to indicate a willingness to repay the unjust enrichment of 
U S S which has been exacted at the cost of the health and welfare of its ueigh- 
bors You should be prepared to respond candidly to public requests for full dis- 
closure of the information regarding the company’s present oiierations and prac- 
tices as well as its plans for the future. At such meetings you can tell the people 
what portion of the over 200 million dollars in annual profits will lie used to 
counteract the increased incidence of disease, proiierty destruction and deprecia- 
tion suffered by your innocent neighbors. . ^ v.„ 

Should you decide to examine conditions first-hand, I would be happy to 
accompany you on this visit. Other matters of high finance no doubt take up a 
large part of your time. But I find it difiScult to imagine any corporate business 
more important than a dialogue with the people of Gary in order that you may 
witness what U.S.S. has wrought and what it could remedy. 

Ilook forward to your reply and to hearing your ideas on how the company 
can bridge the gap between its promise and its present callous performance. 

Sincerely, 






[Letter from Gary, Ind. Assessor to Business Taxpayers] 



Gaby, Ind. 



1966 SPECIAL INSTRUCTIONS FOB BUSINESS TAXPAYERS 

Effective as of March 1, 1966, this oflfice will look with favor upon an economic 
adjustment (Form 106) upon inventories ; provided however that ; 

a. A Form 106 is filed. .ino/ on/i 

b. The inventory adjustment of true cash value does not exceed 40% and 

the final inventory assessment is no less than 20% of cost. 

c. Full disclosure is made from the accoimtlng records kept by the tax- 
payer for federal income tax purposes. ^ ^ 

An wonomic adjustment (Form 106) will also be Iwked upon 
new machinery and equipment less than 3 years old. Because of the libe^ fe^ 
eral income tax depreciation schedules on machinery and equipment no set guid^ 
line will be used by this ofllce for machinery and equipment wmomic 
but each adjustment sought will be considered on the basis of the depreciation rate 

used by the taxpayer and its merits. , 

Within the assessing laws of Indiana and the rules and repdatlons of ^e State 
Tax Board, the above-mentioned guidelines have been adopted t<> 
ness and industrial assessment climate more favorable, and to help a ^payer 
reach a moral judgment to make full disclosure of “f 
These “Fadell Guidelines** obtain only in Gary, Griffith and Culumet Town 

ship. 

Your Friendly Assessor, Tom Fadell, 

Calumet Totonship Assessor. 
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[From the Wall Street Journal] 



Fiscal Feud — Homeowners Challenge Business Tax Breaks 
In Some Communities 

VALUATION FKACTICES AT ISSUE) CRITICS COMPLAIN INDUSTRY INCREASES 

MUNICIPAL COSTS 



Augusta, Ga. — When the local Committee of 100 talks, county and city oflBcials 
here usually listen. But sometimes they don’t listen close enough. Then that arm 
of the local Chamber of Commerce flexes its civil muscle. 

A year ago, for instance, a new napery maker in town. Paper Products Inc., 
got a 1969 property tax bill for $3,539.64. That was based on a state requirement 
that assessments on property should equal 40% of its market value. But that 
was $2,879.08 more than the Committee of 100 had recommended Paper Products 
be charged. Told about it, the Augusta-Richmond County board of assessors 
agreed on a refund, and the check was written out. 

Next time is won’t be easy. A passel of angry individual taxpayers has gone 
to court and got an injunction to stop 26 such informal tax breaks for new and 
established businesses here. 

Once widely tolerated, tax breaks for business and industry are coming under 
shanier attack all over the country. Hard-pressed individual taxpayers com- 
plain that those breaks can’t help but boost their own taxes, for the money to 
meet public budgets has to come from somewhere. And breaks to lure new in- 
dustry are doubly unfair, they say, because new industries often increase school 
crowding, road damage and water pollution, all of which in turn balloons the 
cost of public services. 

The business vietv 

Corporate managers argue that tax breaks help promote prosperity by luring 
industry, thus boosting local payrolls and retail sales. Even with the breaks, they 
argue, businesses still pay plenty of taxes and are under no obligation to pay 
more than they legally are required to. In fact, they can use any legal means to 
reduce their burden. 

So here in Augusta and elsewhere, citizens increasingly are responding by try- 
ing to change or more strictly enforce existing tax laws and procedures. They’re 
challenging a variety of practices that tend to undervalue property for tax pur- 
poses and create a supposedly unfair gap between rates paid by business and 
by individual property owners. And they’re questioning the aggressiveness of 
local tax ascent the business view. 

In Gary, Ind., Calumet Township assessor Tom Fadell says his biggest cus- 
tomer in effect presents its own tax bill. That customer is U.S. Steel Corp.; which 
supplies its own evaluation on its taxable property there, $540 million, on which 
it pays taxes of $21 million a year. U.S. Steel won’t furnish the township flgures 
on capital investments or depreciation schedules used to arrive at that value 
because, the company says, such data would aid competitors. 

All this is no small fiscal issue in Gary, whose schools get half their budget 
revenue from property taxes and now are nearly $9 million in debt. The issue is 
naturally political, as well. Some people in Gary don’t think assessor Fadell is 
pressing U.S. Steel hard enough. 

“Wc comply with the law*' 

One of those people is Mayor Richard Hatcher, a reform Democrat who 
politically is at odds with the assessor. Two years ago. Mayor Hatcher sent an 
aide to examine U.S. Steel’s books. The company got a court injunction against 
an examination on the ground that Indiana law allows only tax assessors access 
to its books. 

And the assessor in Gary is Mr. Fadell. “I sent a CPA to Pittsburgh (U.S. 
Steel’s headquarters),” he says, “and when he asked to see a capital investment 
breakdown for Gary, they told him they don’t break down flgures by location.” 

To make the matter murkier, there’s Los Angeles County, Cnlif., where assessor 
Philip Watson says U.S. Steel does make such a breakdown, U.S. Steel explains 
the apparent inconsistency simply: “We comply with the law in both states.” 



“Wc Comply With the Law" 

By Danforth W. Austin and Jack Kramer 
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Another tigure in the controversy is Gary finance adviser Arnold Reingold. He 
says his own admittedly crude indirect calculations shows U.S. Steel has under- 
valued its Gary property by at least $110 inillion. He figures that 14% of U.S. 
Steel’s employes are in Gary, and if the ratio of employes to taxable assets in 
Gary is just average, then 14% of U.S. Steel’s plant, equipment, parts, supplies 
and inventories are there, too. Basing his calculation on balance-sheet figures for 
those items from the 1969 annual report ($4.G billion), he arrives at a value of 
$050 million on U.S. Steel’s property in Gary. 



Plant Depredation and Land 

Moreover, Mr. Reingold says, U.S. Steed’s balance sheet (its statement of assets 
and liabilities) values some assets at less than a tax assessor would value them. 
Land is carried on the books at its. original cost. In Gary, he says, “Land bought 
in 1900 is carried at its 1900 price.’’ Tax assessors, on tlie other hand, attempt 
to base assessnient.s on current estimated market value. 

The balance sheet shows plant and machinery at its depreciated value. De- 
preciation in theory reflects an asset’s loss of value due to its wearing-out in 
n.se. But standard accounting requirements determine depreciated values, and 
those requirements don’t necessarily correspond to price trends. For example, 
plant and machinery that may be fully depreciated on the company’s books could 
have considerable economic, or market, value. In reply to all this, U.S. Steel 
reiterates that “we comply with the law.’’ 

Depreciation accounting also is at issue in a tax hassle in Savannah, Ga. So 
is low-tax industrial zoning. One Savannah industrial zone, created by special 
act of the 1950 Georgia legislature, gives its chief occupant, a Union Camp Corp. 
paper mill, fire protection and water from the city at a yearly rate of 5 mills (a 
mill i.s equal to one-tenth of a cent) per $1 assessed valuation. Other city prop- 
erty owners i>ay 25 mills, or 2.C cents. - , 

Tliat has angered some individual taxpayers. The furor grew when they found 
evidence that Union Camp had been getting other tax breaks, A local newspaper 
disclosed that Chatham County had valued 109 acres of Union Camp land at $6 
an acre. In theory that was the 40% of fair market value required by state assess- 
ment rules. To fuel, the furor, the disclosure came about when Union Camp sold 
the parcel to the state parks department for $1,949 an acre. 

G. Miner Peagler, Chatham County’s chief tax assessor, raised the assessment 
on Union Camp’s remaining 6,000 acres to $2.6 million from $119,330. The com- 
imny objected, and the assessment so far has been arbitrated down to $744,655.* 
Union Camp denies it enjoyed preferential tax treatment arid warns that 
higher taxes could hurt the company and the local economy. “It doesn’t take 
much more tax to bring things to a point where they’re not profitable anymore, 
warns P. J. McLaughlin, the company’s comptroller. i. 

Union Camp’s troubles are far from over in Chatham County. ‘ There s not 
much we can do about that (industrial) zone,” says Richard Heard, an indus- 
trial developer who. heads the Chatham County Taxpayers Association, but 

we can sure put an end to any other tax breaks given Union Camp.” - 

Even Ralph Nader is thrusting himself onto the scene. He charges that Union 
Camp and others have benefited from “tax bunco” conjured up by Chatham 
County officials to create a favorable climate for business. Si^cifically, a Nader- 
sponsored group attacks depreciation accounting at Union Camp. Though the 
company pavs taxes on a valuation of no more than $90 million for its Chatham 
County facilities, the group says, estimates obtainef from other paper 
put the current replacement value of those facilities at $375 million to $ooO 

million. 



Large Landholding 

Across the country in California. The 100.000-member California Homeowner s 
/Association is attacking the assessment on 400,000 acres near B^ersfleld o^^ 
by Tenneco Inc., a major oil concern. Tenneco got the land in 1967 when it took 
over Kern County Land Co., and at that time the land was valued for tax pur- 
poses at .T280 an acre. Even then, however, it was worth 10 times that, argues 

John Naev. president of the association. -t/no 

Some other citizens think so, too. “Hourly speaking, Kem was putting 1913 
sales values on that land,” says Howard Hawkins, then a Kem vice president, 
low a partner In Dean Witter & Co., the San Franclsco-tased swurities firm. 
A.ccordlng to Kern’s former public relations chief, Robert W. Jackson, the land 
was valued privately at .$2,600 an acre by Dwight M. Cochran, then Kerns 
president. ' 
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Mr. Cochran declines to discuss the matter. So does Tenneco. “Now you’re 
getting into one of those areas where we can’t comment,” says a spokesman. 

Kern, however, did discuss the matter publicly in 1967. Faced with what turned 
out to be an unsuccessful takeover attempt by another company, Kem ran an 
advertisement in this newspaper saying that the other company “fully appre- 
ciates that our 1.8 million acres of land are carried on our books at a fraction 
of their market value.” (Besides the 400,000 acres near Bakersfield, Kern owned 
large holdings elsewhere.) 

Valuation Is Tricicy 

Researchers for the homeowners’ association say an analysis of tax records 
indicates that the Bakersfield land now is valued at $265 an acre — about $16 an 
acre less than in 1967. They say their analysis discounts the effect of reduced 
assessments on land that California law, since 1967, has permitted to be placed 
in low-tax “agricultural preserves.” Kern County tax assessor Herbert Roberts 
says he’ll “bet a steak dinner” that assessments actually have increased on that 
land, but he says he doesn’t have the figures at hand. 

Assessors point out tliat determining the value of large tracts is tricky because 
they don’t change hands often and, consequently, a recent market price isn’t avail- 
able. Also, they say, lower valuations on large tracts that haven’t been subdivided 
(surveyed and mapped lot by lot) are justified because subdivision costs money 
and because the land isn’t readily marketable until it is subdivided. 

Many small taxpayers are unsatisfied by such explanations. 



[From the Atlanta Journal and Constitution] 

RICHMOND COUNTY’S LURE)— TAX BREAK FOR BUSINESS 

By Ken Boswell 

August, Ga. — ^More than 10 years ago, a group of Augusta’s leading citizens 
looked around themselves and saw that their city — once a thriving business 
community — was in danger of becoming economically stagnant 

The Savannah River Plant, located across the Savannah River in Aiken Coun- 
ty, S.C., had brought on a booming economy for the Augusta area a few years 
earlier. But, since then} nothing had happened to maintain the forward motion. 

New industry, the leaders decided, would provide the necessary shot in the 
arm. It would bring new jobs, increase the economic level, boost the tax income 
and, in turn, elevate the activity for businesses already located in Auguste and 
Richmond County. 

But how, they asked, could they bring industrial expansion to their town? 
Other cities, with just as much to offer, also were competing for new firms. 

What August needed was a little something extra to attract new members to 
their industrial commimity. 

The “little something” turned out to be tax breaks. 

Let the industrialist know that, if his firm built a new plant in Auguste, the 
tax rate will be as low as he would find anywhere, the local leaders said. 

And so, the Committee of 100 was formed as an industry-seeking group. 

A formula, contrary to state law, was worked out so that incoming industry 
would be taxed at 12^^ percent of the normal rate for the first five years. The 
Committee of 100 was autliorized to negotiate with the firms and to offer the tax 
concessions — with the approval of city and county government. 

It didn’t take long for tlie word to spread. Soon, industries were flocking to 
Augusta and Richmond County. An industrial park, the Miracle Mile, was estab* 
11 shed to give additional incentive. 

Multi-million-dollar factories were built in Richmond County at an astound- 
ing rate. There were Continental Can Co., Proctor & Gamble and Columbia Nitro- 
gen Corp., to name 5 few. 

But somehow, the tax concession policy got out of hand. Before long, business- 
men already in Augusta were asking for the same consideration given to the 
newcomers who were locating in the area. 

One of the first local groups to receive a tax concession was National Hilis 
Shopping Center on Washington Road. 

. Chief Tax Appraiser Robert I. Brown, who was the city-county tax assessor 
at the time the shopping center went on the tax books in 1966 received a letter 
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from the county’s board of tax assessors, authorizing the 12^^ percent concession 
“for at least the first five years after completion of construction.” 

Brown received another letter from the Committee of 100, giving the group’s 
approval to the tax shelter. 

Another Augusta group built The Five Hundred Building, an oflJce facility, 
within sight of the city-county building a .few years later. 

A different type of concession was given for the multi-story building. 

Gorham Boynton is listed as president of the Five Himdred Building, Inc., and 
William A. Garrett, a member of the local Board of Tax Assessors, is secretary 
and treasurer. 

The Five Hundred Building was constructed on the corner of Greene and Fifth 
streets, on property which had been a near-slum area. It replaced several dilapi- 
dated buildings. 

Under the tax shelter agreement, which was just for the year 1968, the owners 
of tlie building paid taxes based on the value of the land and buildings which 
were on the lots before the office structure was built. 

In that year, The Five Hundred Building’s tax assessment was $31,900, and the 
owners paid $1,180.30 in property taxes. 

Tlie following year, The Five Hundred Building was valued at $656,000, with 
a standard 40 percent tax assessment of $222,400. 

But, again the owners asked for some help on their taxes, and the value was 
reduced to $400,000 with an assessment of $160,000. They paid $6,240 in property 
taxes. 

In 1970, the owners asked for the same assessment, but the tax value went up 
to $170,000, and a tax bill for $6,800 was mailed to them. 

But the Five Hundred Building, the shopping center and all the industries 
aren’t doing so well with their tax situation any longer. 

In fact, many of the sheltered firms are now faced with astronomical increases 
in their tr.xes— thanks to a group of homeowners who took the county to court. 

As a result of the suit, some of the 1970 tax bills were for 10 and 12 times as 
much as the firms had paid the year before. 

But that doesn’t mean that the industries are giving up their money without 
a fight. 



[From the Atlanta Journal and Constitution] 

RICHMOND COUNTY TAXPAYERS FOUGHT OVER TAX BREAK 

By Ken Boswell 

Augusta, Ga. — Sometimes, the taxpayer is apathetic about his money. 

Such was the case in Augusta and Richmond County for years. 

Despite news stories in which local officials readily admitted that several large 
industries and businesses were receiving the concessions, the public failed to act, 
until 1970. ^ ^ 

In September, a group of taxpayers finally took the county to court to contend 
that almost every major industry which had come into the community in recent 

years was paying less than its fair share of the tax burden. 

All of the county’s superior court judges disqualified themselves, and Justice 
Walter C. McMillan Jr. of the Middle Judicial Circuit was called in to hear the 
case 

According to Georgia law, taxes must be assessed at 40 per cent of the fair mar- 
ket value of a piece of property. Many Industries in Richmond County were pay- 
ing 12% per cent of the “normal computed tax,” according to City-County Tax 

Appraiser Robert N. Brown. . , ^ 

In other words, the normal taxes due on a $1 million industry, assessed at40 
per cent of the market value and based on a 40-mlll tax rate, should be ?W,000. 

But, using the formula outlined by the industry-seeking Committee of 100 and 
supported by local government, the $1 million firm would pay $2,000. The conces- 
sion usually was granted for a five-year period. » a 

The same formula was applied to any later expansion projects at the plant 

Brown said that, at the time the suit was filed last year, 32 industries and busi- 
nesses were receiving tax concessions. 

On Sept 23, 1970, Judge McMillan ordered all tax shelters removed from the 
tax books. 
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On Feb. 2, 1971 — ^more than four months later — the Richmond County Commis- 
sion approved a state and county tax refund of $1,402.68 to Paper Products, Inc., 
in compliance with a tax concession agreement with the Committee of 100. 

The Richmond County Board of Education received a similar request for a 
$1,476.40 refund to the same company, but county Treasurer Moye L. Daniel said 
the school board refused to pay. 

The total refund — requested by W. Roscoe Coleman, chairman of the Augusta- 
Richmond County Board of Assessors — would have come to $2,8778.98. If both 
refunds had been approved. Paper Products would have paid $660.66 in state, 
county and school board taxes for the year. 

County Attorney Franklin H. Pierce explained that the refund was for 1969 
taxes and, therefore, represented a commitment made before the court ruled 
against tax concessions. 

But tax concessions were illegal before the court ruling was issued. 

When Judge McMillan issued the order, the city-county tax office began work 
immediately to eliminate the discrepancies from the assessment records. 

But very little of the tax money came into the tax commissioner’s office as a 
result. 

Brown said 28 of the 32 firms receiving tax concessions applied for arbitration 
as soon as they received their revised tax bills in 1970. 

The reason for the challenges becomes obvious upon examination of the new 
taxes: 

Columbia Nipro Corp.’s property tax bill increased from $2,386.02 in 1969 to 
$16,447.20 in 1970, a hike of 686 per cent. 

Cox Newsprint paid $2,076.75 in 1969 taxes and was billed $24,201.20 for 1970, 
representing an increase of more than 1100 per cent. 

The Kendall Co.’s tax bill went up 720 per cent, from $4,484.22 in 1969 to 
.$36,792 in 1970. 

But Continental Can Co. probably the county’s largest industry, did not chal- 
lenge its 1970 tax bill according to records in Brown’s oflice. 

Continental Can paid $74,866.35 in property taxes in 1969, and the firm’s 1970 
hill for property came to',$105,606.80-— an increase of only 41 per cent. The com- 
pany’s total tax bill, including machinery and equipment, was $142,160.40 in j969 
and $305,241.60 in 1970, for a percentage increase of 114 per ,cent. 

Brown contends that the tax concessions “never cost the taxpayers a penny.’* 
He explained that the taxes paid by the indtistries were “many times more than 
the land was bringing in before they came in.” 

While the county residents were successful in defeating the tax conces.sions for 
industry in Richmond County, they paid little attention to several pieces of 
property owned by individuals and smaller businesses in the county. 

For example, four Richmond countians — including behind-the-scenes political 
leader R. W. Best and Richmond County school board member John Fleming 
paid $33,000 for about 20 acres of land on Scott Nixon Memorial Drive in 1968. 

A year and a half later, they sold 1.85 acres of the land for $14,000 to South- 
ern Roadbuilders, Inc. 

But the fair market value of the entire 26-acre tract was according to the 
official Richmond County tax appraisal was $1,190 in 1M9, and in 1970, it went 
down to $300. 

The Mid-South Corp. paid $41,500 for a 37.5-acre tract off Powell Road In No- 
vember, 1967. The 1968 city-county appraisal on the property was $17,930. 

Claussen-Lawrence Construction Co. bought 30.6 acres of land on Interstate 20 
in 1967 and paid at least $76,600. The land was appraised by the city-county ap- 
praisers the following year at $30,510. V 

In January, 1968, Janka, Inc., paid $48,300 for two tracts of land on Old 
Savannah Road. The . appraised value of the two pieces of land came to $11,340. 

City-County appraiser Brown said property cannot always be appraised at 
the price for which it was sold. , He said that comparative prices for land in the 
same area must be considered when setting a value on a piece of. land. 

/ And Peter Drost, chairman of the Augusta-Richmond County Board of Tax 
Assessors, agrees. 

“It’s an educated guess,’’ he said. 
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[From the Atlanta Journal and Constitution] 

TAX BUEAKS EVAPORATE 
B.v Ken Boswell 

Last month Procter & Gamblers Paper Products Division announced plans for 
a $50 million plant near Albany. 

According to Mayor Eugene Clark, the city and county government's only con- 
tribution to the firm is the providing of utilities to the site. 

“We didn't have to offer Proctor & Gamble anything,'' Clark said, “They came 
to us. We just happened to have what they wanted, and we were located in the 
right place at the right time.'' 

“What kind of arrangements did you make with them for payment of local 
taxes?'' a reporter asked. / 

“You won't believe me,” the mayor replied. “There were none. Of course, we 
did agree to run tlie necessary utilities to them.” 

Albany and Dougherty, like many other Georgia communities, have thus uti- 
lized a legal method of obtaining some industries in the past. 

But never, according to Clark, has the city offered a tax concession to an 
incoming industry. 

Under the Payroll Development Authority, created by an act of the Georgia 
General Assembly, the city and county have helped several industries, including 
a large Firestone tire plant and a textile firm. 

The authority issues revenue certificates to purchase land for industry, then 
leases the land to various firms at an equitable rate, which pays off the cer- 
tificates over a given period of time, according to Clark. 

Upon retirement of the certificates, the firm has the option to purchase the 
land. 

During the period of the lease, the factory pays taxes on its machinery and 
equipment. 

“This would be the only way they (industry), could get a tax break through 
us,” Clark said. 

Macon operates under a similar system, according to Delbert Leggett, chair- 
man of the Macon-Bibb County Board of Tax Assess '>rs. 

The Bibb-Macon Industrial Authority, operating with city and county funds, 
may own land and sell or lease it to incoming industries. The leases are based 
on the local tax rates, according to Leggett. 

Columbus, like Macon and Albany, has refused to give illegal tax concession to 
industries, the way Augusta and Richmond County did until they were stopped 
in court last year. 

Until a superior court judge ordered the change last September, 32 Richmond 
County industries were paying taxes on 12.5 per cent of the normal computed tax 
on their properties, in an industry-attracting endeavor which started more than 
10 years ago. 

“I hope now the race is over, this competing for indu.stry,” said Clark. 

“Macon may be way down the totem pole in getting industry,” said Leggett, 
“and it may be because we don’t give them any concessions. You find any con- 
cessions to any industry in our books, and I'll eat it. 

“If you give a concession to an industi’y,” Leggett continued, “then you ought 
to give a concession to a mill hand.” 

Myron Hamilton, property appraisal director for the City of Columbus, agreed 
with Clark and LeggetL 

“It would be very difficult to treat a new' industry different from an old in- 
dustry,” Hamilton said. “If we should treat them differently, then we would 
have a bad situation on our hands. 

“And,” Hamilton added, “it’s a lot safer to follow the law.” 

While some of Georgia’s major cities have used tax concessions to bring in 
industry — Savannah and Augusta in particular — Columbus has taken a different 
view. : ^ * 

The city is proud of its newest major industry, a $7 million Dolly Madison 
bakery, although the size is small compared to the $30 million-plus Continental 
Can Co. plant in Richmond County. , . 

Local industrial leaders are quick to admit that they let Savannah and Augusta 
get ahead in the industrial race, and now they’re ready to do something about 
it— almost anything, short of offering tax breaks. 
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“We let Augusta get the jump on us,” said Andrew Speed, a former Augustan 
who is iniinediate past persident of the Columbus Cliaiiiher of Coiiiiiierce. 

“We just don^t have any land under our control,” added Joe J. Flowers, the 
ncv/ chamber president. 

“Many of our competing Lities and many ^f our conipetlns: states already have 
industrial authorities in being,” Flowers said, adding that the Columbus chamber 
can show a prospective industry, an available piece of land, then tell the in- 
dustry, “You’ll have to make you a deal with the owner of the property.” 

Speed readily admits that connnunities offering tax concessions have taken the 
initiative. 

“This town has not been in a progressive, or an aggressive mood, except in 
the last four or five years,” he said. 

Speed said the birth of a “liuild Columbus Plan,” a few years ago, has pumped 
new life into the city. 

With a $200,000 budget ($100,000 of it for industry hunting) Columbus should 
be on the move soon. Speed said. 

Speed said Augusta’s Committee of 100, the organization which coordinated 
the tax concession negotiations with prospective industries, was one of the prod- 
ding factors in Columbus’ present industrial drive, although he and Flowers at- 
tributed most of the motivation to new executive leadeniiip in the chamber at 
the beginning of the “Build Columbus Plan.” 

Speed who is employed by Georgia Power Co., expressed. a resentment for the 
tax concession as an inducement to industry : 

“If we could all play by the same ground rules, it would be all right ... If each 
(city) would fight on equal grounds, then the concessions should be out of the 
window and each would pay his own way. My company pays (its fair share of 
taxes), and so should everybody else’s.” 

But Peter Drost, chairman of the Augusta-Richmond County Board of Tax 
Assessors, doubts that other communities could get new industry without some 
inducement. 

“I don’t care how they do it,” he said. “They’ve got to give them (industry) 
something. They may not give concessions, but they have to lower the property 
value or something.” 

Many tax officials throughout Georgia feel that the solution to the industrial 
tax problem should come through a totally new assessment program under state 
officials. 

Under the present system, county governments make their own assessments, 
and the county collects state taxes — a fourth of a mill — in addition to its own 
taxes. 

Such a system, argue some tax experts, is unfair, .since property values may be 
on a lower scale in one county than in another. The result is that an industry in 
one community pays less proportionately, than a similar industry in another 
community. 

By turning tax assessment powers over to state department, a more uniform 
taxing system for industry would result, the fiscal officials say. 

“Tax concessions to industry, and low property values, are costing this state 
millions of dollars a year in county and state taxes,” said one official. 



[From tlic Atlanta Journal and Constitution! 

FACTORY-HOME TAX GAP SEEN 
By Ken Boswell 

Savannah, Ga. — Georgia cities often are bidding for new Industry against 
stiff opposition from other U.S. cities and that’s how things got started with 
the Union Camp Corp., Savannah’s largest industrial complex. 

Many years ago. Savannah and Chatham County made an offer to what was 
then the Union Bag Co. 

If the firm would build a large plant in the county, in an industrial zone ad- 
jacent to the city of Savannah, the city government would provide fire pro- 
tection, water and other services for a 6-mill annual tax levy. 

And, the local leaders provided additional insurance to the firm through a 
legislative act which prohibits annexing the Union Camp property into the 
city. . 
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In 1970, city taxpayers paid taxes at the rate of about 26 tor the same 
■icrvices Union Camp is getting for a 5-mill rate according to Richard Heard, 
president of the Chatham County Property Owners Association. 

Heard also said that the tax levy on Union Cam^and otlier firms located^ 
the industrial zone — Includes only "the land and the tour walls of the plant, 

and that machinery, equipment and Inventory are e.xcluded. . 

In the mid-1960s, a Florida-based valuation firm conducted a revaluation pro- 

^™They^ave*up (revaluation) on industry, and said, ‘just take In- 
ternal Revenue Service values,’ which mean nothing,” niniion 

Heard contends that Union Camp’s taxable values dropped about pOO million 
beSus? under the IRS taxing system, depreciation of 
would have reduced the firm’s worth by that much over a 10-year P^lod. 

Tfter an Industry has been on the federal tax books for 10 years. Heard said, 
r nmrhinprv ^ tflXBS hflVG bGGn writtGn off* _ i. 

HGard and his organization contGnd that industriGS in Chatham County arG 
paySrCs on St 20 to 22 per cent of their ynliies.” white honieownem ore 

■’“ffnToTtSrowrse^rl™^^^^ ocree of land on Skldnwnj Island some 
of It valued on Chatham County tax books as low- as a dollar an acre and some 

“^BiftwhSThrOce^n Science Center of the 

island. Union Camp offered it at an appraised value of about ?2,000 per acre, 

^Itoslmify, the same appraisal figures were used when the State of Georgia 
nppHpH nhoni- lOOacFGs fom statcpurk, HGard said. « . , 

When the sales were made public. Heard said local tax officials set a new 

value of about $428 per acre for the Union Camp property. 

According to tax records, the Skldaway Island property was revalued several 

Tlfe^origtoal appraisal for that year was $115,400 for the land, but that v^s 
reduMd later to $113,260. Then, after the re-appalsal, the land value jumped 

*^°But Union Camp requested arbitration, and the value was reduced to $770,46o— 

an Increase of $655,065 over the original appraisal. 

Tax officials, dissatisfied with the arbitrated figure, took Union Camp to 
court and the case is tentatively scheduled to be heard late this month in 

®TntonSp and other Chatham County firm also benefit from a value reduc- 

tlonjimediU^^^^^ Camp is reported to have paid taxes on ^ 

pieces of land. There were value reductions— ranging from five to 6o per cent 
onlOofthG tracts. 

ThG FGductions totalGd $364,000. Hlchwav 17 

LargGst singlG rGduction was on a 2,442-acrG tract of land on U.S. Hignway 

^”o?the property tax card, the land is appraised at $100 an acre for a total value 

also contains an appraisal of $560 for “added ^ber v^ue’’ and an- 
other tract of land valued at $4,740, for a total ™ cent 

But, at the bottom of the Itemized list, there is another entry. Less 60 per cent 

'"wTthSeTeduction, the company paid 

” Vw%”eal^perv\so? of thaFlekl Appraisal'section of the raunty’s tax assess- 
in^le s“aid tax concessions to the Industries 

^^^'saW^h^t a^r^Xv^^^^ “weren’t reductions as such. They were what 

‘''HTw"a”p!>°rols.l8 were ohonged, Nfal Mia, “tbe mm. had a legitimate eom- 

"'“Wliy were there more value reductions on Union Camp property than on other 
taxpajGrs^ land?/^ Nsal was askGd. 
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“I didn’t say there were more,” he replied. 

Neal explained that, while Union Camp is one of the county’s largest land- 
owners, much of the land is so useless **the only thing it can be used for at the 
present is to raise trees.” 

Union Camp employs about 6,200 persons in the production of kraft paperboard, 
bags and containers and chemicals, according to the Georgia Department of Indus- 
try and Trade. 

”Why use two sets of figures, one giving the full value and another giving the 
reduced value?,” he was asked. 

“If you cure your ills with drainage, then what is the land worth?” Neal said. 
“How much good would one ditch do to it? You treat land the same way you treat 
houses. If you cure your ills, then you have the value. If you don’t cure your ills, 
there is no value.” 

That, apparently, is why some of Union Camp’s property is worth only $1 per 
acre — for tax purposes. 



ARTICLES AND REPORTS— PROPERTY TAXATION OF COAL 

IN APPALACHIA 



Report of An Investigation 

EDUCATION IN KENTUCKY: A LEGACY OF UNKEPT PROMISE 

}^aUonal Education Association Commission on Professional Rights 
and Responsibilities 

Part II. The Charge: KBA Legislative Proposals 

In this section, the NEA Special Committee presents its findings with respect to 
each of KBA’s complaints in support of the charge that — 

Governor Louie B. Nunn and the 1070 General Assembly of Kentucky have failed 
in their responsibility to provide sufficient funds to support the public schools of 
the Commonwealth, and they have impeded local effort on the part of school 
boards and the organized teaching profession, to improve the quality of public 
education. 

L The Governor did not reeommend and the Legislature did not enact 
certain taw measures at the state level, and more stringent standards for 
enforcement of equitable property assessment at the local level, which 
toonld make available unutilized revenue potentials required to finance 
education. 

In his response to this complaint. Governor Nunn stated: 

Any additional tax levy must first be considered within the framework 
of the state’s total revenue program and its relationship to economic growth. 
Emerging industrial states such as Kentucky must maintain a fair, balanced 
and competitive tax structure or else our schools would, continue the un- 
fortunate tradition of educating our young people for jobs that are available 
only outside the state. - - /i ; 

A fair, balanced and competitive tax structure is, without question, a basic 
ingredient of good government. The Special Committee would submit, however, 
that in an emergency industrial state such as. Kentucky, the maintenance of a 
competitive tax structure at the expense of public education may have the un- 
fortunate effect of forcing those industries that have been attracted to the state 
by its favorable tax climate to recruit their professional and technicaLpersonnel 
from outside the state. , 

The economic, as well as the social, consequences of an undereducated citizenry 
are unarguable. They are clearly observable in the nation— and in Kentucky. The 
states that have had most rapid economic growth in this country have not been 
the states with the lowest tax levels; they have been characterized by a generally 
high quality of governmental services and by a relatively high level of educa- 
tional attainment among their population. Conversely, the states with historically 
lagging economics and low personal incomes — most particularly those in the 
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Southeastern region — have trailed the nation in state and local taxes, in educa- 
tional attainment, and in the effectiveness of state and local government to serve 
the general public interest. x ^ i ^ 

As preceding sections of this report have shown, while Kentucky s sizeaole 
increases in state tax effort during the 1960’s have facilitated important public 
school improvements, they have not significantly changed its educational support 
and attainment levels in comparison with national averages or with neighboring 
states. And while Kentucky has experienced rapid industrial growth in recent 
years, it remains, in terms of personal income levels, a poor state. Poverty has 
been so long and deeply entrenched a fact of life in some regions of the Com- 
monwealth as to have casta pall of resigned and cynical fatalism over the people. 
What has been characterized as '‘voter apathy” might more correctly he described 
as hopelessness that government — local, state, or federal — can or will do anything 
to improve the quality of life, to make living more than a matter of mere sub- 
sistence, or that one individual vote could make a difference with a governing 
establishment that is seen as indifferent to the economic and educational needs 
of the people. It should be clear that without significant progtess toward equal- 
izing the educational and economic opportunities afforded citizens in all regions 
of Kentucky, there can be no real basis for the growth of a healthy and balanced 
economy in the Commonwealth. 

Even to those who would measure progress in solely materialistic terms, it 
should not seem unreasonable to assume that the quality of public education 
and other public services that a state can offer is at least as important a factor in 
its ability to attract industry as low tax rates would be. This point was empha- 
sized hy the editor of the Louisville Oourier-Joumal in his testimony to the 
NEA Special Committee : 

There are many executives of hig corporations who dread moving, frankly, 
out of the eastern seaboard . . , because they think they're going into a kind 
of intellectual and educational wilderness. We've got to combat that. We 
have seen this very much in trying to lure certain industries in Louisville. 
They have wanted to ask us not just about freight rates and how much it 
costs to ship their products hy water, and how close we are to centers of 
population and all those things — these are certain advantages we have. . . . 
But I've never known an instance to fail that they always ask about our 
educational system. 

The crucial questions for Kentucky’s citizens, then, are not whether the fund- 
ing of education and other public services can he tailored to fit into a "competi- 
tive tax structure” ; rather, the question that should be raised is, Can the reve- 
nue capacity of the Commonwealth he expanded sufficiently to permit a more 
nearly adequate investment in what is surely the most valuable resource for the 
future of any state — its human resource? Evidence presented hy financial and 
tax experts in Kentucky clearly indicated that Kentucky does have the revenue 
potential to achieve the vitally important objective. 



At the present time, Kentucky is using the two major sources of state tax 
revenue— the general sales and Income taxes. Only one other state, Pennsyl- 
vania, exceeds Kentucky’s 6 percent sales tax rate. As will he seen, local districts 
are making only minimal use of the property tax, the third principal tax resource 
of most states. 

During 1969, state and local tax collections absorbed 9.7 percent of personal 
income in the Commonwealth, which represented a relatively low tax effort, 
ranking thirtieth and amounting to 93 percent of the average tax effort among 
the 60 states. However, when this effort is adjusted by a statistical weighting 
process to compensate for the state's low per capita income, Kentucky moves up 
to sixteenth place in the nation. Only three other Southeastern states exceed this 
ranking: Mississippi — first. West Virginia— second, and Louisiana — sixth. 

By this adjusted measurement, then; Kentucky's tax effort is relatively high — 
and necessarily so, as in any poor state, according to Don M. Soule, professor of 
economics at the University of Kentucky : 

Kentucky ; ranks low among the fifty states in terms of personal and pe^ 
capita Income, hut despite its relatively low economic position it attempt/^ 
to provide a level of government service consistent with other states. This 
necessitates a tax burden on Kentucky citizens above the average for citi- 
zens of all states. , , , 



TAXATION IN KENTUCKY t EFFORT VS. ABILITY 
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High family tax burdens are a constant inspiration for proposals to reduce 
taxes. The main danger in these proposals is that they would reduce total 
tax revenue and, therefore, force a reduction in the level of government ex- 
penditures. . . the total result of any tax reforms must not reduce the Com- 
monwealth's total tax revenue or cripple the revenue capability of state and 
local tax systems. An adequate level of government services is important in 
making the state an attractive location for economic activity, (Emphasis 
added.) 

Testimony and documents presented to the NEA Special Committee during this 
investigation made it clear that, despite Kentucky's relatively high tax effort, its 
total state and local revenues could be increased by many millions of dollars, and 
at the same time, a more equitable and progressive tax structure could be 
achieved. The data contained in Table 11 show the extent of over- and under- 
utilization of every tax source in Kentucky in 1069, measured against the 60- 
state average utilization of each of these tax sources. 



TABLE ll.-KENTUCKY UTILIZATION OF STATE AND LOCAL TAX POTENTIAL, 1969 





Amount 


Amount 




collected 


collected 




above yield 


below yield 


Vype of tax 


coliectitls at 


&}ilectibie at 


average rate 


average rate 



General sales and gross receipts.. 
Selective sales and gross receipts: 

Alcoholic beverage 

Tobacco products 

Insurance 

Public utilities 

Amusements and admission.. 

State death and gift 

General property 

Individual Income 

Corporate Income 

State alcoholic beverage license... 

Motor vehicle license 

Motor fuels 

Severance 



$70. 263, 000 



3.089,000 



25. 979. 000 



4, $45. 000 



$5,163,000 

16.119.000 



16.797,000 

545.000 

2,660.000 

171,924,000 



11. 715.000 
818,000 

13.745.000 



16.666.000 



Total 

Net unutilized potential (excess of below average yields over above average 
yields) 



103, 976, 000 

152, 176,000 



256.152.000 



Source: Qulndry, Kenneth E., Statistical Supplement to State and Local Revenue Potential, Atlanta: Southern Regional 
Education Board, table A-19 (forthcoming). 

Kentucky made greater than average use of four tax sources : the general 
sales tax, the selective sales and gross receipts tax on insurance, the individ- 
ual income tax, and the motor fuels tax. The total amount of overutilization 
of these taxes was $103.9 million. 

Compared to the national average, Kentucky underutilized 10 tax sources. 
The potential revenue increase from these taxes amounts to $256.1 million. 

Subtracting the excess of revenues shown in Column 1 from the amount 
of unutilized taxes in Column 2 leaves Kentucky with a net unutilized 
revenue potential of $162.1 million. 

These date were presented to the Special Committee by Kenneth Quindry, 
Research Association Professor, CJenter for Business and Economic Research, 
the University of Tennessee. Among the points emphasized by Dr. Quindry were 
the following: 

The fact that Kentucky has exceeded the average effort in general sales 
and income taxation does not mean that the Commonwealth has overextended 
itself or that it should consider tax reductions in these areas. With respect 
to the income tax particularly, Quindry's computation of the average yield 
is based on figures from all the states, including those that have no broad- 
based individual income tax. If the comparisons included only the states that 
do make use of this tax : source, Kentucky's overutilization would appear 
muchless. . 

The relatively heavy use that Kentucky has made of general sales and 
individual income taxes, as opposed to the taxation of businesses and . ex- 
tractive industries — the burden of which might be partially shifted outside 



the state to absentee corporate ownership and to buyers of exported prod- 
ucts — suggests that the state has emphasi7ed the kinds of taxes that bear 
most heavily on individual and family incomes. 

Dr. Quindry further pointed out that if Kentucky had matched the 1969 na- 
tional average of taxes as a percent of personal income — 10.4 percent — the total 
state — local tax collections in the Commonwealth would have exceeded actual 
collections by $00 million. 

Thus» when Kentucky's tax effort is compared to national averages — whether 
in terms of average tax yield from specific revenue sources, or of taxes as a per- 
cent of personal income — it becomes evident that the revenue potential of the 
Commonwealth and its localities is sufllcient to make significant improvements 
in the level of support provided to public education and to other public service 
areas as well. 

Estimates of Revenue Potential from Specific Taw Sources— Table 12 shows 
estimates, provided by J. B. Luckett, Kentucky's Commissioner of Revenue, of 
the amount of potential tax yield that the Commonwealth could anticipate from 
eight tax sources : 



TABLE 12. — ^POTENTIAL AMOUNTS 



OF BEVENUE WHICH MIGHT HAVE BEEN BEALIZED 
IN 1070-71 

Milliona 



1 . 

2 . 

3 . 



4. 

5. 

6 . 

7. 

8 . 



per pack Increase on cigarettes 

Severance tax : 

a. 6 percent tax on gross income from mineral property. 

b. 10^ per ton as proposed in HB 301 in 1970 

1 percent sales tax on services : 

a. Parking, laundry, repairs, etc 

b. Professional 

c. Advertising 

d. All combined 

Soft drink tax as in North Carolina 

1^ gasoline tax rate increase 

increase on parimutuel betting 

20 percent increase in insurance premium rates 

1^ sales tax increase 



- $4.3 

26. 0 

- 16.0 



.. 5.0 
.. 8.6 
.. .5 

.. 9.0 
- 10. 0 
.. 15.0 
.. 1.26 
.. 2.6 
.. 65.0. 



Thus, according to the Commissioner's estimate— and depending upon the type 
of severance tax used — Kentucky would have realized an additional $122 million, 
or $132 million, had the above sources and/or rates of taxation been in effect in 



1970-71. 

The NBA Special Committee received another estimate of additional revenue 
potential from John F. Due, professor of economics at the University cf Illinois. 
Dr. Due based the following analysis and estimate of tax potential upon a com- 
parison between Kentucky's yield from various taxes and those in selected 
states making effective use of the same tax sources. 



SALES TAX 

The Kentucky sales tax yielded $248 million in fiscal 1969 and $268 million 
in fiscal 1970. Since the rate is already at 6 percent, no increase was considered. 
There are two sources of additional revenue : 

1. Application of the sales tax to rental of tangible personal property and 
to a wide range of services rendered by commercial (as distinguished from 
professional) establishments along the lines followed in Iowa (laundry and 
dry cleaning, beauty parlors and barber shops, repair of all types, etc.) . This 
change would add roughly 10 percent to the yield of the tax, bringing in 
another $70 million for the current fiscal year. 

2. Improved sales and use tax audit program. Kentucky has a long-stand- 
ing record of excellent tax administration. But at the moment the number 
of sales tax auditors is seriously inadequate; on the basis of time allocated 
to sales tax audit, there is only one auditor per 2,680 accounts ; the optimum 
would be one to perhaps 700 accounts. The increased audit coverage would 
yield several times as much revenue as the cost, and add perhaps $2 million 
net to state revenues. To get a larger audit staff, more positions must be 
authorized and higher salary levels provided to attract competent persons. 
The standards of audit . personnel are high, but the salaries are not high 
enough to attract suflacient numbers. 



8066 



CIGARETTE TAX 

Thp cicarette tax at 3 cents a package, is one of the lowest in the country. 
Th?1909 yield was ’$11 million The rate could be increased ^“ts wUh^^^ 
coinir out of line with other states; it could go to 12 cents without exce^ai g 
the rate in some. A 0? per pack Increase would add $22 million revenue. 

PEHSONAL INCOME TAX 

The personal income tax yielded $108 million in °thi of 

the Kentucky coverage, exemptions and rates were 
the tax in Oregon, the additional revenue would be at least ^00 
adjusting for the somewhat higher iier capita real income 

siderably less population and total per capita income, Oregon recelied $213 million 
from the tax in 1970. 

CORPORATE INCOME TAX 

Kentuckv received $39 million from this tax in 1969. If “ 
used and Federal Income taxes made noiideductlble, an estimated $30 million 

“'*Iu“Snirry^ fhe°*!fdd°Snal potential yield from the above-suggested tax 

sources is estimated as follows : Additional 

revenue 

« , A {million) 

Sales tax: 

Taxation of specified services — 

More extensive audit program „ 

Cigarette tax, increase of 6^5 a package ^ 

Personal Income tax. adjusted to level of Oregon tax...----------.------— 

Corporate Income tax, raised to uniform 77 percent, federal tax non- 

deductible 

224 

Total 

In presenting these estimates. Dr. Due stated: “These changes would not push 
the Kentucky tax structure out of line with the states generally and partlculai ly 
with those competitive for industry.” (Emphasis added) 

It should be noted that the present 3^ per pack cigarette tax in Kentucky 
(raised from 2.6<} per pack by the 1970 General Assembly ) is among the lowest 
in the nation. Only two states, Virginia and North Carolina, have lower rates. 

It is argued that a higher tax, by raising the price of cigarettes would r^uce 

purchases and consequently reduce Income t°’’.^entiicky s tobacco far^^^ 
Soule and Llle, in Some Problems of Equity and Adequacy in Kentucky s State- 

Local Taxation, answer this argument effectively : ^ 

While a higher selling price will always bring some reduction in the quantity 
sold, this reduction would be small in the case of cigarettes because demand for 
cigarettes has always shown llttlei response to price Increases. Probably fewer 
cigarettes would be sold in Kentucky to visitors from out of state who presently 
take advantage of its low tax rate. But the Kentucky tobacco ® 

does not depend on where cigarettes are sold, but merely that they ^e, sold. It 
must be remember^ that the demand for cigarettes is world wide and Kent^ky s 
demand for cigarettes constitutes less than 1 percent of the total demand, ihere 
is some slight possibility that a higher cigarette tax rate in Kentucky might lead 
to higher rates in other states (by the process of interstate comparison to deter- 
mine what is normal) , and a nationwide increase in rates would reduce tobacco 
sales slightly. But the average of cigarette, tax rates in other states has in recent 
years risen to approximately four times the Kentucky rate, indicating that 

Kentucky tax policy has had little effect on other states. 

One major step that the Commonwealth might take in the direction of more 
progressive taxation — that is, taxation that extracts an increasing perrentage 
of incomes as the income level rises— would.be to remove the provision allowing 
deductibility of federal income tax payments from individual and corporate In- 
come taxes paid in Kentucky. Kentucky, is, one of the 16 states providing for d^ 
ductibility of the federal tax in computing state taxes on individual Income, and 
one of the 12 states that have such a provision for taxing of corporate income. 

At present, tax rates on Individual incomes in Kentucky are graduated from 2 
percent of the first $3,000 of .net income after personal deductions to 6 percent of 
net incomes over $8,000. Because of the federal tax deductibility, provision, how- 
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pvpr i-hp effective rate on hieber income levels is considerably less than 6 percent. 
The higher the individual Income and consequent federal 

area ter will be the revenue loss to the state as a result of the f ederal taxes de- 
ducted It can be readily seen, therefore, that this provision curtails the produc- 
tivity of the Kentucky income tax and makes it a less propessive and 
able tax-since, undoubtedly, the more equitable forms of taxation are ^ that 
impose higher rates on those most able to sustain the burden of 
Soule in his testimony before this Committee, estimated that removal of the fed- 
eral deductibility provision on corporate incomes In Kentucky would P^du^e an 
additional $20 million and that repeal of this provision with respect to individual 
Incomes would yield $32 million more In income taxes to the state, 

SEVERANCE TAX 

In his book. Night Comes to the CuniberlandSf Harry Caudill, Kmtucky lawyer 
and former legislator, described the economic and human tragedy ol Eastern 
Kentucky— and of the Appalachian region In other states, as well : 

The present crisis is compounded of many elements, human and m^erial. 
They have produced what is probably the most seriously depressed region in 
the nation — and the adjective applies in much more than an ^onomic sense. 
They have brought economic depression, to be sure, and it lies likea gray pall 
over the whole land. But a deeper tragedy lies in the depression of the spirit 
which has fallen upon so many of the people, making them, for the moment 
at least, listless, hopeless and without ambition, ^ i. 

The essential element of the plateau's economic malaise lies in the fact 
that for a hundred and thirty years it has exported its resources, all of 
which— timber, coal, and even crops— have had to be wrestled violently irom 
the earth The nation has siphoned off hundreds of millions of dollars worth 
of its resources while returning little of lasting value. For all practical pur- 
poses, the plateau has long constituted a colonial appendage of the indus- 
trial East and Middle West, rather than an integral part of the nation 
generally, , , , 

From the beginning, the coal and timber companies insisted on keeping all, 
or nearly all, the wealth they produced. They were unwilling to plow more 
than a tiny part of the money they earned back into schools, libraries, health 
facilities, and other institutions essential to a balanced, pleasant, productive 
and civilized society. The knowledge and guile of their managers enabled 
them to corrupt and cozen all too many of the region's elected public officials 
and to thwart the legitimate aspirations of the people. The greed and cun- 
ning of the coal magnates left behind an agglomeration of misery for a people 
who can boast of few of the facilities deemed indispensable to life in more 
sophisticated areas, and even these few are inadequate and of inferior quality, 
Kentucky s vast mineral wealth is one source of revenue potential to which 
the NBA Special Committee has given particular attention. The greatest por- 
tion of this wealth in Kentucky lies within the major coal-producing counties 
in the southeastern part of the state— that area described as the Cumberland 
Plateau, It is the conviction of this Committee — based on testimony and sound 
evidence — that economic and social rehabilitation of these poor-rich counties is 
essential if Kentucky is ever to achieve a healthy economic balance and if 
equality of educational opportunity is ever to be a reality for the young people 
of the Commonwealth, A severance tax on the extractive industries could pro- 
duce the revenues that would enable this impoverished region to take major 
steps toward achieving such rehabilitation. 

Because of underassessment and underreporting of mineral values for tax 
purposes (pp, 102-106) and because of low tax rates (pp, 106-110) property 
taxation has not proved an effective means of achieving a fair return on the 
millions of dollars in profit that Kentucky's annual mineral production yields 
to the absentee corporations who own and lease mineral rights to mining com- 
panies within the state. Moreover, the mining companies themselves escape 
heavy tax liabilities since the state sales tax specifically exempts (a) coal for. 
the manufacture of electricity; (b) energy fuels for manufacturing or process- 
ing if the cost reaches more than 3 percent of the total production cost; and (c) 
machinery for new or expanded industry, into which category most mining ma- 
chinery falls. 

The losses to the state through its failure to impose any effective tax on its 
mineral resources — primarily coal, but also natural gas, oil, timber, limestone. 
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clay, sand and gravel, and other mineral products-^re enormous. The states 
minimal (1.6 percent) oil production tax did yield $221, CoO during fiscal year 
1068; however, during that same year, the total value of mineral production in 
Kentucky was $535,705,000. The major part of this dollar value was in coal pro- 
duction, which amount^ to $396,883, (KX). i. , , A 

Originally, according to the U.S. Bureau of Mines, Kentucky s Applachian 
coal fields contained some 35 billion tons; the Bureau has estimated that as of 
1065, 27.8 billion tons of recoverable coal remained. Although coal mining em- 
ployment has steadily declined as machines have replaced manpower, the future 
of the industry at this time appears bright. The Federal Power Commission has 
estimated that the consumption of coal by the electric utility industry alone 
would soar 250 percent by 1080. Ofllcials of the U.S. Geological Survey and U.S. 
Bureau of Mines reported in 1968 : . ^ . mi. 

Recent production gains have been based on sound economic factors. The 
confidence of the industry is refiected in the fact that during 1904 approxi- 
mately $800 million was spent by the coal industry for improving and build- 
ing new mining facilities and equipment. ... 

The economic and technical improvements in mining and transporting coal 
have in turn improved considerably the competitive status of coal as an 
energy source. Three of the largest electric utilities in Florida are now 
consuming coal; this state was once the exclusive domain of other fuels. 
... A coal-burning, electric-generating unit will be built in Mississippi, the 



first to be constructed in that state. Three new long-term contracts were 
recently signed to supply Appalachian coal to New England electric power 
planta Several electric utilities have built or plan to build mine-mouth gen- 
erating plants in the Appalachian area. 

Growing foreign demands for Appalachian coal and new uses of the mineral — 
its conversion into liquid hydrocarbons, char, and electrical energy, and its use 
in the manufacture of petroleum and pipeline gas — have greatly infiated the 
market for coal in recent years and have raised its price to the highest level 
since 1957 — $4.99 per ton as of 1969. During 1969, Kentucky's totally bituminous 
coal production amounted to 109 million tons — an increase of nine million over 
the tonnage produced in 1968. Only one other state, West Virginia, exceeded this 
production level. More recent — and even more encouraging — data were reported 
by the Louisville Times on November 22, 1970. In an article headed “Boom in 
Coal Doesn’t Mean Kentucky Boom,” that paper announced in 1970 Kentucky 
coal production amounted to 109 million tons — an increase of nine million over the 
soling for “an incredible average of $9 a ton.” Commenting on what this meant 
to Kentucky — and what it might mean with a tax on coal production — the 
article stated: 

These are the good times that the industry has dreamed about. But good 
times for whom? Good times for the coal companies, most of them out-of-state 
firms, and the biggest of them surface miners who turn Kentucky coal into 
take-home cash and leave us with the mess->the gouged land, the silted 
creeks, the denuded hills, the acid seepage, the burning gob piles — to live 
with. 

But think what the state could do with the income if coal were taxed at a 
sensible level. Even a 10-cents-a-ton tax, which would amount to about one 
percent on sales price, would give the state more than $11 million of help 
with its school needs. A five percent tax on sales would bring in $51.7 mil- 
lion — enough by itself to cure a lot of the deficiencies the NEA investigators 
have found in our schools, or to rebuild most of the roads buckled and tom 
by the coal trucks. 

. • . the list of the coal counties of Kentucky contains the names of not 
all but many of the state’s poorest counties, including many that lean most 
heavily on the rest of the state for help with the public services. It is inter- 
esting to consider how these potentially \vealthy counties would fare, after 
all these years of neglect, under a fair coal-land tax poMcy. 

Opponents of a taxon coal production argue that the imposition of such a tax 
would place the state at a disadvantage in market competition with other coal- 
producing states. However, their argument is countered by those who point to 
the confident predictions of the industry itself, outlined above, which seem to 
indicate that the present boom period in coal production is not to be short-lived. 

The passage of n federal severance tax, such as that pronosed by Senator Lee 
Metcalf (Montana) in 1970, would, of course, remove the factor of market com- 
petition from any state’s consideration of such a tax. The Metcalf bill would 
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impose a 5 percent tax on the gross income from all domestic mineral properties, 
but would allow full credit against the federal tax for any state or local sever- 
ance taxes paid with resiwct to these properties. The effect of this federal incen- 
tive bill would be to induce all mineral-producing states to enact production or 
severance taxes — unless they preferred to forfeit this lucrative tax source to 
the federal government The proceeds of such a tax to Kentucky in 1068 would 
have amounted to over $26 million. The revenue yield on the staters increased 
production in 1969 would have been even greater than this amount. 

But the federal serverance tax bill has not yet become law. And with every 
passing' mouth, Kentucky's mineral wealth — and millions of dollars in virtually 
tax-free profits— flows to out-of-state mineral lessors, whose names comprise a 
roster of some of the foremost corporations in American industry: U.S. Steel, 
Bethlehem Steel, Internatinul Harvester, Ford Motors, Republic Steel, National 
Steel, and New York Mining and Manufacturing are among them. 

These companies and their lessees have mined billions of tons of coal and 
pumped out million of barrels of oil. They hav'c: uuarried millions of tons of lime- 
stone and now are piping away silent rivers of natural gas. The extraction of 
Bast Kentucky's wealth staggers the imagination. It continues today— ^s in the 
— under the direction of i)eople who have sympathy for neither the Kentucky 



one*tta^the*^P^^ had some considerable part in the extractive Procras. 
The mines required large numbers of workers and the mountaineers were paid 
to bring out the coal. To a remarka ble degree modem technology has replace 
miners with machines and now two-thirds of the population are irrelevant to 
the main business of the region — the carting away of wealth. ^ 

A 1968 study by Richard M. Kirby of the Appalachian Volunteers found that 
four-fifths of all the coal in East Kentucky Is owned by only 31 individuals and 
corporations, which include the names listed above and a number of less well 
known companies. The profits of these corporations are further swollen by 
favored tax treatment from the federal government. An article in the 
Btreet Journal publication, Dnn*s Review and Modem Industry, April 15K55, 
spoke enthusiastically of '*The Investment Nobody Knows About 

For all their small numbers ... the coal royalists hold what may well be one 
of the most lucrative investments in all of America. Certainly, it is 
to say that its benefits begin right at the tax collector s door. Almost hidden m 
the federal tax code, a special provision gives capital gains treatment to royalti^ 
received from the mining of coal lands that have been held for the usual six 



months or more. , , , 

But like the seam of coal above the ground, that is only the beginning the 
wealth. Not only does the coal royalist get capital gains treatment, he also is 
blessed with the benefits of a cost depletion allowance. ... If the coal royalist 
paid $5,000 for his land and it holds 50,000 tons of coal, then the royalty income 

on an average 25 cents a ton would come to $600 a year. ^ ^ 

When it comes to paying taxes on that $600, the coal royalist first takes out a 
depletion allowance of $200. Then, from the remaining t^able income of $300 
he computes his tax at the 25 percent capital gains rate. Final rax : $76, giving 
him a return after taxes of 85 percent on his total income of $500. ^ , 

The article reported glowingly the profits actually realized : Virginia Coal « 
Iron Company of Philadelphia . . . leases huge coal land acreage to operators 
on a royalty basis. T^st year it pulled in a phenomenal $1^ million in profits on 
a net income of $1.7 million. Kentucky River Coal Corpora^on of Lexington . . . 
which owns about 200,000 acres of coal fields in five Kentucky w^y^s and 
derives most of its income from royalties ... in 1903 paid out $649,414 in 

dividends, nearly half of its $1.4 million in sales. „ 

Meanwhile, the land from which these vast profits are wrested remains a 
barren place for the East Kentucky residents whose anrestors, generations ogo, 
placed their "marks” on the broad form deeds, through which all righto of 
ship to these valuable mineral lands were forfeited, except the right to subsist 
and pay taxes on a few feet of ravaged surface ground. 

The Subcommittee on Strip-Mining of the Young Keniracklans Advisory Com- 
mittee, appointed by Governor Edward Breathitt in 1967, show^ rwognltlon 
of this tragic injustice, when its members stated in their re^rt 

Every Kentuckian who pays his fair share of state and Munty taxes helM 
make up the difference when an out-of-state corporation fails to pay itf fair 
share. 
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We pay In poorer roads, poorer schools, poorer service, and poorer people. We 
pay in the loss of dignity and self-respect that goes with consistently being played 

for a sucker. ^ ^ _ , 

The sooner the Kentucky legislature wakes up to the necessity of levying a 
severance tax on coal, timber, and other natural resources, the sooner Kentucky 
will take its rightful place among the progressive states of the nation. 

But the powers of the coal lobby are formidable indeed— In the counties of 
Kentucky and at Frankfort, as In other coal-producing states— and In Washing- 
ton, D.C. , ^ . 

Although a tax on the dollar value of coal and other minerals mined would be 
easily administered and eiulneiitly fair, although the need for such a tax Is glar- 
ingly obvious, such a tax is yet to be adopted. In the words of Richard Kirby, 
quoted below, the coal royalists continue to have “representation without taxa- 
tion"— in Kentucky, in other states, and at the federal government level as well : 

. . . when the usual economic factors producing free flow of capital and 
people do not operate, when the region is both isolated and depressed, the 
citissens of the region cannot afford to allow anyone to profit from its re- 
sources who does not contribute to their orderly development. Mineral own- 
ers do not make such a contribution. They perform no labor, provide no serv- 
ice; their profits come simply from the fact of ownership. The least the 
region can afford is to levy a systematic tax on their wealth. 

The Inner logic of a more adequate mineral tax, be it severance or property , 
lies In the proposition that the region should create and exercise control over 
the use of its own resources. 

Enactment of More Stringent Standards for Enforcement of Equitable 

Pboperty Assessment 

Responding to this part of the KBA Complaint, Governor Nunn stated : 

A 1965 ruling of the Kentucky Court of Appeals required that, effective 
January 1, 1906, assessments of real property should be at 100 percent of 
fair cash value. For the first time In Kentucky's history, the people and tax 
administrators were provided a single standard for property valuation. The 
Kentucky Department of Revenue has, in the years since that decision, used 
every reasonable means at Its disposal to insure compliance with the court 

order. ^ ^ i. 

The Kentucky ConstituUon requires all real property to be assessed for tax 
purposes at 100 percent Oi» fair market value. However, for a number 
prior to the Court of Appeals decision (Russman v. Luckett, Kentucky, S.W^d 
694-96), assessments had failed to keep pace with rising property values. The 
average assessment level among Kentucky's taxing districts had dropped from 70 
percent In 1940 to 26 percent In 1965. The range of assessments among Kentucky 
districts In 1965 was from 12.6 to 33 percent. 

By 1966, Kentucky's court-ordered reassessment program had brought assess- 
ment ratios to an average of 84 percent of full-market value. According to the 

1967 U.S. Census of Governments, Kentucky had the highest statewide assessment- 
sales ratio In the nation in 1966. Since that time, annual reappraisals (ordered by 
the Court In UwMman) have maintained a high assessment ratio— at least in 
comparison with the ratios of other states. Statewide averages published for 

1968 showed that farm and rural nonfarm properties in Kentucky were assessed 
at 80.4 percent of sale value; the assessment ratio for residential property was 
92.0 percent, and for commercial property, 94.8 percent 

Despite these relatively high assessment levels in Kentucl^. toe unutilized 
revenue potential from property taxation In Kentucky (see Table 11) amounted 
to $151.3 million in 1968, when compared with the average property tax collec- 
tions of the 50 states. This was more than double the amount of unutilized prop- 
erty tax revenue potential In 1001— before the Ruaaman decision. The low rate 
structure, to be discussed In the next section, is a major reason for the minimal 
yield of property taxes in Kentucky; however, testimony received by this Con^ 
mlttee Indicated that a part of the problem can be accounted for by weak and 
uneven tax assessment and collection practices that still prevail In some sections 

The NBA Special Ck)mmlttee did not make a detailed Investigation of auess* 
ment practices throughout Kentucky. The Commonwealth has a good record of 
assessment administration In comparison with many other states; however, the 
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conflicts between state assessment standards and local assessing practices are 

known to be a serious problem in all the states. , , . ^ 

Very little Investigation was needed to learn that Kentucky retains s^er^ 

traditions that are contrary to standards vl H^pnr^ 

were outlined In a 1067 Research Report of the Kentucky Legislative Research 

Commission. ^ i*. 

The Research Commission stated that the county assessment Jurisdictions In 
the Commonwealth are too small to effectively utilize or support a staff of pro- 
fessionally qualified i>ersonnel. Only 13 Kentucky counties have a population of 
40,000 or more. Also, Kentucky cities of all sizes constitute assessnaent districts 
for municipal purposes, thus producing further fragmentation of assessment 

^^Count^ valuation administrators (tax assessors) are popularly eiected 

and commonly reelected for many terms, rather than being appoint^ on the 
basis of established standards of professional competence. The only qualifications 
for this office, other than citizenship and county residence requirements, are wat 
the candidate be at least 24 years of age, have an eighth-grade education, and be 
able to pass a state-administered examination. The Kentucky Commissioner 
of Revenue stated, in a written communication to the KEA. in connection with 
this investigation, that these examinations are “of such comprehensiveness that 
less than half of those participating are able to pass. In the 1909 examinations 
only 171 of 421 taking them secured passing grades.” Despite this test require- 
ment, neither the salaries offered to tax assessors 7'Or their status as elected 
officials would encourage the development of professional expertise and the quali- 
ties of independent Judgment essential for this position. The minimum amount 
that a county property valuation administrator can earn is $4,800 per annum ; the 
maximum salary !s $12,500, except in counties having a pro^^erty assessment of 
more than $200 million, excluding the value of livestock and farm machinery. 
The minimal salary levels offered by many counties are not likely to attract the 
most experienced and professionally competent personnel. Furthermore, as the 



liRC Report stated In 1967— 

Because they are elected, county tax commissioners are seen to be especially 
vulnerable to local political pressure. The fact that they know how to assess 
objectively may not lead them to do so, particularly If they foresee defeat at 
the polls as the likely result. When visiting local tax offices, the staff found 
that uneasiness about full value assessment was not uncommon. As one tax 
commissioner put it, “an assesscr who does his Job right won’t be around 
after four years!” 

The Kentucky State Department of Revenue stated in its 1968-4J0 Annual 



Report : 

. . . perhaps the most effective program in the property assessment area 
offered by the department is that of property identification mapping. This 
program, which can be provided to the counties only upon request of their 
fiscal courts insures a solid workable base for eqnity in property ascess- 



When a fiscal court requests a mapping project, a contract is signed with 
the Commonwealth. The contract provides that detailed maps shall be pre- 
pared identifying each and every parcel of real property within the county. 
The county must furnish working space and utilities, but all other costs, in- 
cluding personnel, are borne by the state. 

The mapping program — although it is recognized as an essential tool to sound 
assessment procedures — is not mandatory in Kentucky. As of February 1071, ac- 
cording to information from the Kentucky Department of Revenue, a total of 46 
counties had availed themselves of the real property identification mapping 
service offered by the state. In addition, two counties have carried out their own 
mapping program ; and approximately 20 counties are maintaining the maps p^ 
pai^ as part of the state’s reappraisal program conducted during the 1950 s 
Thus, only slightly more than one-half of the counties in Kentucky are making 
use of some kind of property, identification mapping for assessment purposes. 

The problem of underassessment and underreporting of taxable property 
wealth is particularly severe in the mineral-producing areas because of the dif- 
ficulties in settina an accurate valuation of mineral properties underground. 
Richard Kirby in Aeniscki/ Coal: Otmert, Taxes, Pro/ffs, referred to earlier, re- 
ported his observations of assessing practices in Eastern Kentucky counties r 
The method used in valuing mineral deposits In Eastern Kentucky is admir- 
ably simple : upon request, coal companies declare what they own and what it is 
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worth. . . . Nowhere e'se Is a person’s statement so eagerly sought and so un- 
critically accepted as the sole basis for establishing his legal liability. 

Unfortunately, at present, there is little else a tax commissioner can do, how- 
ever good his intentions. He has few or no resources with which to try a system- 
atic evaluation of mineral properties in his jurisdiction. Indeed in most counUes 
he lacks the power or resources even to fli.d out what tracts there are and what 

l^om various sources, the NBA Special Committee received repoi^ that min- 
eral properties in Kentucky, despite the mandate of the Ru»»man decision, are 
both underassessed and underreported, much of this underground wealth never 
finding its way to the tax rolls at all. The extent of this problem to one Eastern 
Kentucky county was discussed in the 1967 report of a factfinding team, ap- 
pointed by the local Board of Education to determine the adequacy of the 
tax structure “to finance the present level of services and permit additional sai- 

"'"^Tho^Plke County School System ended the Fiscal Year June SO, 1967, ^*th an 
oneratlns deficit of |112,626.42. In short the revenues for the previous llscal 
Year wc?e not adequate to cover the expenses of operating the school system. 
S was true even without the added expense of raises for teachers and bus 
drivers already given in the current school year. ... « 

We believe that the two main problems currently adversely affecting the 
school revenue in Pike County are lack of adequate property assessments and 

lack of effective collection procedures Responsible estimates place the 

of unlisted or undervalued property in Pike County at between 40% and 60% of 
the total wealth of the county. Many reawns have been 

the falluie of adequate assessment. The Tax Commissioners office has been 

Short of trained personnel and has had inadequate funds to 

county the sleo of Pike. These problems are of long standing and have JeW true 

during the administration of several tax c*ommissloners. ... In our j^gment 

the overriding problem In the Tax Commissioner’s office has ^ 

each Incumbent to operate the office in much the same manner us it 

by their predecessors. The rising of property assessments is not generalb ^lltl- 

cally popular and a Tax Commissioner’s position is not an enviable one. If we 

aro^to*^ve an efficient school system and an efficient County 

public must come to an awareness of the absolute necessity for the 

of property values in Pike County. The ^ftem of property ^a* coU^tions in 

Pike CJounty is, and always has been unbelievably archaic and ineflacient. We 

are not criticizing the present office-holders, who in most Instanros, seem to have 

made improvement in the conduct of their respecUve offices, ’^e system itself 

has simply failed in its assigned task of collecting property taxes. ... 

We r^mnmnd that the General Assembly of Kentucky take steps t® improve 
the laws relating to assessment and collection of property taxes. Wo ''ould 
recommend especially that the General Assembly remove tao present J-year 
limitation on instituting suit against real estate for delinquent 
and that the Statute of Limitations on delinquent property taxes be extended 

As i^ed’above, the NBA Special Committee did not undertake a 
study of the problems of underassessment and underreporting of property 
In Kentucky; and the matter of tax collection^r, rather, ‘I*® 
taxes in many counties — was not a part of the Committees charge, ^he lor^ 
going data, however, constitute persuasive evidence that millions of dollars in 
taxes are being forfeited every year* because of the state’s failure to enforce a 
fair, uniform, and effective system of property assessment and collection in its 
localities. 

2. The Governor did not recommend and the LegUJaturo did not repeal 
the incQuitablc and restrictive local property ta^t cciling$ enacted in 
1965, thus sifvercly limiting the ability of school boards to increase or 
equalize local school revenues. 

Before lOdO. wben the Court of Appeals’ Fair Value ruling went into effect, 
public school districts In Kentucky were permitted to levy n innxlmum gen^l 
fund tax rate of $1.60 IHSr $100 of assessed valuation of taxable property. The 
$1.50 maximum could not be exceeded. without a majority vote of the i>eople, 
except in the few districts where a higher rate was required for full partlclpaUon 
In the State’s Minimum Foundation Program. The minimum tax rate requl^ 
for participation in the Foundation Program was $1.10. At the time of the 
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Hussman decisioiit declining assessment ratios and mounting education needs 
had forced all but seven Kentucky districts to tax at the maximum $1.50 rate. 
Twenty districts had voted additional levies beyond the maximum. Disparities 
in assessment ratios among Kentucky districts had greatly Intensified Inequities 
in tax burden and educational opportunity throughout the state. 

With implementation of the Fair Value ruling, real property valuations in 
Kentucky more than trlpled-^-going from $3.5 billion in 1905 to $12.7 billion 
in 1060. Even before the court-ordered reappraisals were undertaken, however, 
the public outcry against Increased taxes caused Governor Breathitt to call a 
si)ecial legislative session for the purpose of providing tax relief as districts 
moved from fractional to full value assessments. The Kentucky General Assem- 
bly, convening in 1005, adopted House Bill 1, which required local taxing dis- 
tricts to **roll back’’ their nonvoted tax rates to a level that would produce no 
more revenues after 100 percent valuation than before. Further 1905 legislation 
provided that after a public hearing, any taxing Jurisdiction could set its tax 
rate at a level that would increase revenues up to 10 percent over the 1065 gen- 
eral revenue level during years 1006-07 and 1007-08. 

In 1000, the Kentucky legislature passed a law allowing a school board or 
boards that represent at least 00 percent of a county's residents to make use 
of one of three non-property taxes without a public vote, after publication of 
notice of such intent and after a public hearing. These taxes are — 

A 3 percent tax on utility gross receipts (used by 24 districts as of 
March 1070). 

A 0.5 percent occupational tax (used by four districts). 

An excise tax on state income tax liability at a rate not to exceed 20 per- 
cent (not in use). 

As noted earlier, repeal of the Tax Rollback Law was urged by KBA as 
one of its legislative priorities during the 1070 session. Although the Gover- 
nor and the General Assembly did not respond favorably to KEA's request, the 
legislature did relax the rollback restrictions in the following ways : 

1. By allowing the seven school districts that were not at the $1.50 state 
maximum rate for school districts in lOW, when the rollback restriction was 
passed, to levy a rate as if they had been at the maximum. 

2. Allowing assessment growth on existing property to be counted fbr 
school tax purposes, effective January 1071. The 1065 Rollback Law had 
permitted no nonvoted revenue increase (aside from the two 10 percent 
provisions). 



[Appalachian Lookout, October 11)001 

Kentucky Coal: Ownebs, Taxes, Pbofits— A Study in Representation 

Without Taxation 

(By Richard Kirby’) 

The data on mineral assessments which forms the meat of this report were col- 
lected in the summer of 1008 from the tax records of the eleven major coal pro- 
ducing counties in Eastern Kentucky. It was felt that this would be the best way 
cf getting a coherent picture of both ownership and taxation of East Kentucky's 
coaL The only other sources, hearsay and title searches, are either too spotty or 
too tedious to be useful. Still, the source of the information requires some com- 
ments reliability. CounUes vary greatly in their approach to assessing minerals* 
Some counties make a conscientious effort to separate surface from minerals, 
even where the same person owns both. Others make no attempt to separate the 
two, or oven to give acreage figures in many cases. Nevertheless, the Yesults of 
this 1968 study are probably the best figures presently available on mineral own- 
ership in this region. 



MINEBAL owinas: WHO THET AXE, AND HOW TRET OXEW 

When the TETrious county records are cross-referenced and the totals added, 
the result is the "biggest holders^ list on the next page. It contains every min- 
eral owner in the eleven counties whose total stated assessment exceeds a quar- 



^ Richard Kirby graduated in June with degreec from lalea ^hoola of and 
Architecture. He la preaently working with the Mountain Legal Rtghta Aaaoclatlon In 
Preatonaburg, Ky. 
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ter-milllon dollars. From the proportion of the assessments on the list to the 
total, It appears that the thirty*one people and corporations listed there own be- 
tween them about four-fifths of East Kentucky’s coal. 

EASTERN KENTUCKY MINERAL OWNERSHIP 



Asstssed value Owner 



Counties 



1 . 

2 . 

3. 

4. 

5. 

6 . 

7. 

8 . 

9 . 

10 . 
11 . 
12 . 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20 . 
21 . 
22 . 

23. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 

31. 



$5,305,813 Bethlehem Mines 

$5,152,690 Kentland Coal & Coke 

$3,567,951 Kentucky River Coal 

$3,121,652 Ashland Oil 

$2,57^19 Fordson Coat 

$1,961.810 ElkhornCoal 

$1,789,749 Virginia Iron, Coat & Coke.. 

$1,572,441 Southeastern Gas 

$1,546,500 International Harvester.... 

$1,438,550 United SUtes Steel 

$im888 National Mines 

$925,980 J.M. Huber 

$788,422 Island Creek 

$711.840 Western Pocahontas 



$681,118 Kycoga Land. 

$639.121 vir.W.Undsay 

$599,790 Peabody Coal. 

-Virginia. 



idsay. 

Coal.. 



$592,858 Penn-' 

$538,000 C. A. Lee 

$511.350 Bringardner Lumber 

$473,950 N. Y. Mining & Manufacturing. 

$451,400 Blackw(H>ds Land 

$439.032 Columbian Fuel 

$368,133 Mary He;tnCjal.. 

$3>56,490 Asher Coal Mining 

$325,000 Harkins Mineral. 



$317,847 Lawrence Tierney Land. 

$284,380 Pocahontas Lana. 

$280305 Republic Steel 

$259,iXX) Morety H. Ringer 



Letcher, Pike, Knott, Floyd. 

Pike. 

Perry, Letcher. Leslie, Knott, Harlan, Breathitt 
Pike, Knott, Floyd, Clay, Breathitt. 

Pike, Leslie, Harlan. Cfay. Letcher. Perry. 
Floyd, Letcher, Knott. Pike. 

Pike, Perry. Leslie, Floyd. 

Floyd, Knott, Pike. 

Harlan. 

Pike. 

Harlan, Letcher. 

Knott, Floyd. 

Knox. Bell, Leslie, 
noyd, Knott, Pike. 

Pike, Knott, Floyd. 

Leslie, Letcher, Knott, Perry, Breathitt 
Pike, Knott, Letcher. 

Harlan, Leslie. 

Letcher. Harlan. Knott 
Leslie, Knox. 

Leslie. Clay. Harlan. 

Harlan, Knott 
Letcher, Harlan. 

noyd, Knott, Pike, Perry. Letcher. 

Harlan. 

Bell, Leslie. Perry, 
noyd, Knott 
Pike. 

Pike. noyd. 



This, without more, should serve to establish that the process which began 
with the widespread use of broad form deeds to sever minerals from surface 
ownership has ended in extreme concentration of mineral ownership and its sys- 
tematle exploitation by outsiders. 

While absentee o>vnership is the hallmark of coal today, it all began with 
local people — at least they didn’t become absentee until after making their 
fortunes. The first and biggest operator, John G. Mayo, came from Paintsville 
mid a very old Kentucky family. Mnyo seems to have realized the value of the 
coal some years ahead of everyone else and bought as much of Jt as he could. 
For this iiurpose he invented the broad form deed and the “bond deed.” This 
latter wns an ingenious device whereby the purchaser of the coni (Mayo) took 
title at once, pledging to pay the purchase price in gold on presentation by the 
seller of a survey and abstract of title. By an odd coincidence, every surveyor 
and lawyer in the area was on Mayo’s payroll and couldn’t be bothered — until 
Mayo had mined enough coal to pay off the deeds. Thus Mayo, who was always 
short of cash, was able to acquire many of the huge tracts Kentucky River Coal 
Company now owns. 

The present ownership of Kentucky River Coal is a history of Mayo’s subse- 
quent trials. The Clay family owns a good deal (Catesby Clay, of Runnymede 
Farm, Paris, is now president) because Mayo needed a good many private bills 
passed to clear up title ambiguities; the Clays dominated the legislature and 
were oble to deliver. (These title confusions wer® and are Incredible, going 
back to overlapping and inconsistent eighteenth-century patents, and based in 
part on nn early and thoroughly incomiietent survey by George Washington.) A 
good deal of Kentucky lUver C^oal is owned by the Westerflelds, a Virginia fam- 
ily who were then the prime railroad builders in the mountains; they were given 
stock in the company In return for bringing railroad spurs into areas which 
Mayo wished to 0|>en to mining. The same is true for the G & O Railroad, which 
also owns imrt of Kentucky River Ckml. 

Much the same could be said for the other owners of mineral rights. During 
the early years of the coal industry a large number of companies were formed, 
which merged, split, and eventually went under In the depression, so that a 
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given tract of minerals may have had a dozen owners since it was severed. 
Title questions are invariably substantial. 

These title difficulties explain why there must always be an element of guess- 
work in llnding out what minerals are whose. Kentucky River Coal for example, 
has only a general idea of what it owns in a given area ; a typical lease will give 
the niluer the right to extract all of whatever the company owns in the land 
covered, leaving the miner with the responsibility of finding out actual owner- 
ship. It often turns out that a block in the midst of a Kentucky River Coal tract 
is owned elsewhere, often by persons unknown— in which case there is no choice 
but to mine around it. Thus while mineral owning companies do occasional core 
drillings and surveys, the mining company has the burden of making extensive 
title searches; in Pikeville there are thirty lawyers who do nothing else. Even 
big operators know only who owns the coal right in front of their drills. 

In si>ecific reference to the list of biggest holders, Tom Gish says that the 
only reason Bethlehem Mines is first is because it wants to be : the company has a 
long-term commitment to the Jenkins area, and wants to support the Jenkins 
school district. Without such support, it would be hard to persuade managerial 
personnel to stay in an area with such terrible schools. It sums up the whole 
situation to note that the amount 6f money involved, while significant in Jen- 
kins, means almost nothing to the comimny, Sludlarly, U.S. Steel makes voluntary 
payments to an independent school district in the Lynch area of Harland county. 



. , , AND HOW THEY STAY THAT WAY 

Concentrated mineral ownership not only exists, it is highly profitable. This is 
SO for two reasons : low overhead and significant tax advantages. 

Mineral owning companies do nothing in particular but own minerals. We 
have seen that virtually all phases of exploitation are carried out by the miners; 
companies like Penn-Virginia which own other comi>anies do so out of boredom, 
and a desire to keep their money in useful pursuits. As a member of the Appa- 
lachian Group to Save the Land and People put it, **A^one can run a ^^ral 
company. All they do Is cash checks,” James Millstone found ^at in 10(^ Ken- 
tucky River Coal, with earnings of $11,17 i>er share, paid out $8,70 in dividends. 
The company has 17 employees, headquartered in Lexington, A total of 258 
shareholders own its approximately 100,000 shares of stock. Other companies 
have a less spectacular earnings ratio because they retain .more earnings for 

investment puriwses. . ^ ^ i. w 

But the real fat in coal royalties t^mes In its tax treatment. We have seen 
that the counties themselves have cooperated magnificently in sparing the min- 
eral owners from burdensome levies, and the state itself has done equally well— 
there is a negligible corporation tax and a severance tax of 1%% of market value 

^^FaTmore*^^g*^^^^ however, are two features of the Federal tax treatnient: 
cost depletion and capital gains. Cost depletion is similar in effect and rationale 
to the percentage depletion allowed in recovering oil and other minerals, except 
that instead of a iiercentage of income, the cost depletion allowan^ is based on 
the original cost of the property to Its owner. Thus If 

In an acre are mined In a year, the owner can deduct M^thlrd of the oj^Slnal 
cost from his gross Income. The effect of this Is^gllglble If the 
h^d by the coiuiwny that paid fifty cents for It In 1000 ; but many properties haj^ 
Changed hands often since then. In fact the rost ‘»ei*letlon allowance scems^^^^^^ 
an Incentive to sell, even If only to one’s self via a subsldla^An acre bought 
for 60^ could be sold in the year of mining for i^rhaps ^,000, Increasing the 

cost depletion allowance by ten thousand times. ,.«i„ nmnertv 

Whereas cost depletion makes some sense (for mineral^ unlike real proi^rty 
In general, depredate to worthlessness as they are used) .the 
Income from coal as capital gains Is out-and-out favoritism. In effect It 
that ownere of such property pay a maximum rate ^ 25% on I"®®™®- ^ 
admiring article, “The Investment Nobody Know^" 

TnduMtrv for April 1965 put It, a “royalist” who bought land with 

fo7l5 OOO aTd 1^8^^ out for n 2000-ton mining year would get $500 at 
26^' a tomHe has exhausted 4% of his coal, so he can d^uct of the 
price, or $200. The remaining $300 pays capital gains at 25%, or $76, for an effec- 
tive tax rate of 16%. 




If he is “one of small band of financiers who are reaping golden profits from 
the investment nobody knows about/* this should make him happy indeed. 
talked to one of the golden band. “Says he. grinning: *The rich get richer, 
etcetera.* ** 

MINERAL TAXATION IN PRACTICE 

The official responsible for the raising of revenue for the operation of Kentucky 
counties is the county tax commissioner. Officially a divisional officer of the state 
Department of Revenue, he is in fact a county officer, an integral part of the 
courthouse power structure and a part of the coalition which includes the county 
judge and the fiscal court, which decides how much money the county will raise 
and how it will he s|)ent. Before taking office he must pass an examination given 
l)y the state Department of Revenue, which makes him the only county official 
(apart from the county and commonwealth attorneys, who must be lawyers) to 
have to demonstrate any coni|)etence at all. Like the county judge, he is required 
to have at least an eighth-grade education. , * i 

The law which he administers requires that all property be assesseil at one hun- 
dreil percent of fair cash value. Like many requirements, this was commonly 
ignored and each county assessed at a level of its own choosing until lOOo. In mat 
vear the Court of Api»eals declared that the law meant what it sam and that 
officials must follow it. The resulting upheaval has made analysis of tax policy 

It hardlv needs explaining that coal is the major resource of most Eastern 
Kentucky counties, and ns such could he the principal source of revenue for the 
county government. This is not the case. Although taxes paid are not public rw- 
ord it is clear from aggregate figures that mineral nR.se8sments play a rela- 
tivelv small part in raising revenue. In Tjetcher County, for example, minerals 
are assessed at five million dollnr.s out of a total assessment of twenty-four mil- 
lion. In a practical sense it is ridiculous that a county which, like ^tcher, pro- 
ducoil more than $25 million worth of coal last year cannot raise the money to 
cMlucate miners* children without help from the rest of the state. In a broader 
sense. It is highly important that nn area exercise basic control over its resources, 
else it is no better than a colony of the outside world. 

The method useil in valuing mineral deposits in Lastem Kentucl^ is admirably 
simnle : upon request, coal companies declare what they owp and what it is wom. 
The tax commissioner glows with pride and astonish men t at toe self-sacrlflclng 
honesty of American Industry. Xowhere else Is a iK>rson’s statement “ f®^rly 
sought and so uncritically accepted as the sole basis for establishing his legn 

Unfortunately, at present there Is little else n tax commissioner, however go^ 
his Intentions, can do. lie has few’ or no jesources with which to try a systeTOOc 
evaluation of mineral properties In his jurisdiction. Indwd In most cases he lacks 
the power or resources oven to find out what tracts there are and what they 

^l!etcher County will serve as a good example. It Is someftlng of a mdoel 
Eastern Kentucky counties In this resi)ect, because In the 1050 s nn aerial 
was made and the photographs correlated with tax rolls to make 
In the county was covered. Yet even here there Is no systemnHc know’ledge of 
mineral ownership. Companies report each year that t^y o\ro so mijchln the 
aggregate, and that It 1« worth some specified nmmjnt. But where In psrtlmjlnr 
this acreage Is locate<l Is not disclosed, nor has the coiinty . 

force such disclosure. Although each tract has ts flic card complete with nerinl 
coordinates, ^mundnvlcs. description, and owners nnme^or most „ 

mineral ow-tv-rshlp Is listed as “unknown/* Undoubtedly most thero nn- 
knowns” are rovere«l lu the acreage totals given h.v the 

no way to pin down a pnrtlcnlnr tract short of a title search, ^en »e>>. w^cr 
tuma out to be the owner will claim that the tract la Indnded In 
figiire. Since the mineral-owning companies themselves often h^aje only « 

Idea of what they own. the only wpy to get accurate, organized data would i>e a 

county-wide title search. i, mn 

If the county cannot find out who owns a particular tract of minerals, t ran 

hardly l)C expected to learn what coal seams mnv Ije present. 

owner proposes to do with the coal and when, what the wt of « 

IH*. what the selling price of the coal woiild l>e. n! 

a good bargaining position, and so on to make a technically 

value. And of course the county does no such thine. In general, assessments are 
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SSei'SS- “;4S'S orSiS ^rrSdcnUou. as a,.>^ 
1 . ta?il'aart“ assci.nei.ls, most of the o.Her '"“"“j'' “™ S Sf coin- 

tlie imimrtniice of taxation nollcy. Property f ® 

“People Just raid wiiat tiiey tiioiigiit mucii 

j; 

accurate information as Kontuckv’s nolitical life, and it is not 

jiSrHSEsS 

other safeguard against irksome taxes: the count.\ s Board ^ ^ i« 

S'lS'aSpelis from the tax 

tice°of*ai)i)o^ntin^^ the county’s biggest 

yames articles on Kentucky coal *»'■«« 

Dispatch tells of the yearly ballet »^etween the tax com^ 

County and Fordson Coal Company, a subsidiary of Ford Motors, ine resuu 
wAiiUi 1^0 pxneeted in such a contest: Ford al^^ays ^^lns. 

Assessment of minerals is not completely without ineth^. Some l^n 
years alS ShniquTof “zoning mips” was Introduced. The county is divided 
into zones accirdlng'to its different coal «««“«• of Re^%: 

nge per acre valuation. After the Russraan case " 
line produced such maps for any county ^^hich 
full vnhiP nssossnients. The maps are now used in most counties. 

Ke maps I'wSared stite "In cooperation with coal owners oi^rators. 

nnd county officials,” are highway maps ^ylth coal seams marked, and wl^^^^^ 
acre valuations Indicated. For example, the northern °f ^ 

shown to hold Hazard #4 coal, which Is raid to "’orth $105 “ore. 

These maps are probably a good technique, in the abstract. If they are ^u 
rate they can l)o used by anyone to set a fair raluatlon. The oa^tlon l^s, what 
infurniation do thev contain? They could hardly have been prepar^ without the 
cooperation of owners and miners, apart from a Minnesota style program o 
extensive surveying and core drilling by the state. The basic premise, 
ers nnd operators are willing to place a substantial tax on themselvM, Is open to 
question, 'fhe inaps, for one thing, do not contain any Indication of the numerou^s 
Instances In which the land is underlain by more than one seam, the valua- 
tion Durnorts to be oidy for the principal seam at any one spot. In addition, rne 
degKje of reflnenient seems to be rather coarse ; the maps dlstinpilsh only 
different stmm.s with no account taken of the variations within a single seam. 
Xo coal oiierator In his right mind would open a mine on such 
tlon. And enough has been said to suggest that the valuations indicated on the 

mniwnre likely to be on the low side. 4 . 1 , tj- «> oo 

The counties have shown some originality in deaiing with the maps. It \\as 
intended bv the Department of Revenue that land be carried at Its zone valua- 
tion until the vear of mining. In that year the valuation Is to Increased ten 
times, nud thereafter the assessment will be nominal or nonexistent. This prac- 
tice lit followed in many places. In Perry County, for example, valuations run 
from $5 to $105 per acre. Letcher County has tried to move away from the 
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rigidity of the maps and get a little closer to the actual value of the mineral. Its 
map, which originally ranged from $25 to $200, has valuations up to $592 in 
some areas. In Knott County, on the other hand, where valuations range from $5 
to $00, the tax commissioner goes by the map even in the year of mining; after- 
wards the land is dropped from the records. 



The difficulties is setting a fair valuation of mineral properties are enormous. 
This presents a strong nrgument for a severance tax as the most fair and rational 
way to tax minerals. The major point in its favor is that the tax is virtually 
self-administering, given detailed production figures (which are now kept by 
the state Department of Mines and Minerals, by the U.S. Bureau of Mines, and 
by the coal-hauling railroads). Every ton of coal mined would result in a tax 
liability of, say, ten cents to the state or co.unty, payable at the time of mining. 
Its one drawback is that, being imposed on gross revenue, it would be treated 
as a cost of production and hence tend to delay mining. A significant property 
tax would have the opposite incentive, to mine sooner than is optimum. 

The case of a severance tax does not rest only on the grounds of simplicity of 
administration. There is also an equity argument that has two parts. First, the 
public should be sure to get an adequate return for the loss of its irreplaceable 
natural resources. Second, when the usual economic factors producing free flow 
of capital and people do not operate, when the region is both isolated and de- 
pressed, the citizens of the region cannot afford to allow anyone to profit from 
its resources who does not contribute to their orderly development. Mineral 
owners do not make such a contribution. They perforin no labor, provide no 
service; their profits come simply from the fact of ownership. The least the 
region can afford is to levy a systematic tax on their wealth. 

The inner logic of a more adequate mineral tax, be it severance or property, 
lies in the proposition that the region should create and exercise control over 
the use of its own resources. 



Coal Recomeby Makes Profits fob Owners, Not Region 

LOCAL TAXES PAID ABE LOW — 8TAKTLINO CONTRAST BETWEEN WEALTH OP THE 
LAND AND POVERTY OF THE PEOPLE IN APPALACHIAN COUNTIES 

(By James C, Millstone, a staff correspondent of the Post-Dispatch) 

“Coal has always cursed the land in which it lies. When men begin 
to wrest it from the earth it leaves a legacy of foul streams^ hideous 
slag heaps and polluted air. It peoples this transformed land with 
blind and crippled men and with widows and orphans. It is an 
extractive industry which takes all away and restores nothing. It 
mars but never beautifies. It eorrupts but never purifies.*' — from 
**Night Comes to the Cumberlands" by Harry M. Caudill. 

Hazard, Ky., Nov. 18. — King coal is back on the throne. Across the coal-rich 
mountains of eastern Kentucky, the black diamonds are pouring from the earth 
at a staggering rate. The narrow, snaking highways are clogged with trucks 
piled high with coal, and with empties returning for another load. The hills 
rattle with the grinding of great earth-moving machines stripping away the 
land to rip out the riches beneath the surface. 

Ever-increasing numbers of mammoth railroad gondolp.s are hauling away 
eastern Kentucky’s wealth faster than ever before, more than 1,000,000 tons of 
coal a week worth more than $4,000,000, most of it headed from the remote 
mountain fastness to the teeming manufacturing centers of the nation. 

COAL IS THE single important industry in the impoverished mountains, yet 
a reporter searches in vain for signs that the smashing new coal comeback is 
denting the poverty that has gripi>ed, crushed and depopulated this most backward 
corner of Appalachia. 

Unemployment still runs far above the national average, for the mining in- 
dustry now works largely with machines, not man. Even as coal productivity 
has soared by 203 percent in the past 20 years, employment has fallen 05 percent. 
There now are only 25,000 fulltime mining Jobs in all of Kentucky. 



A MODEST CONCLUSION 



[From St. Louis Post-Dispatch, Nov. 18, 1067] 
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The stamlard scene In Hnrlnn. Hnwrd. WhlfesbnrR nn.l 
of every month Is the food stamp llneui>-inen. women and children stretchlnR 

for blocks l>ofore the KToccrystoroR. i ofiii onnfnnilnnlc 

Tlie clrcKH of oflrllcr boom-nml-buat days In the coal Indnst^ RtHl c^ini 
the once niaamlficont countryside. In the hidden hollows of I Ike, Hoyd, iC t 
Perry, LesHeT Knott, Bell and Harlan counfle^the heart of S 

lucky coalfleld-the Joyless coni camps still stand, ^ 

hy Bray and rotting people. The hnf^deA I nck- 

iKirchcs The nisted. wheclle-ss automobile hulks still litter the hlllsUies, uacK 
i^^?s”nd c^eTkTSs. Nearly anywhere In eastern Kentucl^ where n road may 
i»e fotmd. It will lead to a ghost town where the ghosts still live. 

THK COAL BOOM has accentuated the startling contrast between 
of this land and the iwverty of the people. For the fact of the matter 
of the poi.rest, saddest, most despairing people n the nation live "f ® 

richest land and have as their next-door neighbors some of the most profitable 

™liris”rwntm8t'thn^^^^ largely unnotlceil by most Kentuckians but has 

hauntwl the mind of Harry M. Caudill, n lanky ;iyhlfesburg attorney w^ 
cestors have lived In the.se hills since 1792. From his long study of the forces that 
SS Urn Peoide and the land. Caudill wrote the sensitive "N^ght Comes to the 
Curnlrerlands,’’ a definitive history of the region that played a part in paving 
the way for today’s antlpoverty program. .... 

Stumping Appalachia tirelessly, Caudill has used any fonim that inight conm to 
him to preach land, tax and governmental reform, urging ^eps to help Ken- 
tucky’s mountaineers put to l>eneficlnl use the riches under their f«t. 

••For more than tTO years," Caudill says, ••mounfalnecra have sat supinely^ and 
allowed their land and kinsmen and Institutions to be cnllousl} e^lolted and 
manipulated by people who have neither affection nor respect for ApFmlacma 
whose only concern Is to plunder It for the money its resources will bring In the 
murkctf)! acg« 

••KENTUCKY’S wealth Is making a few men rich In faraway places. The ex- 
traction of east Kentucky’s wealth staggers the Imagination. It continues today, 

**<^udni belleve^^^ while the poverty of eastern Kentucky has been well docu- 
mented In recent years, little attention has been paid to the other side of the coin. 

••The hidden face of Appalachia must be brought Into view and seen in proper 
focus,” he says. ‘‘It Is wondrously prosperous, for the coal depression has long 
since passed Into history. 

••It Is studded with the names of great corporations, United States Steel, Beth 
lehem SteeU Inland Steel, Republic Steel, International Uarvwter, Ford Motor 
Co. and scores of others. These are gigantic entitles attracted by the gigantic 
promise of one of the richest resource regions on this planet ^ , 

••Then there are the loss famous corporations, the obscure firms tnat own im- 
men< 9 e boundaries of minerals and lease them to operating companira for royal- 
ties. These companies have shaped the density of Appalachia now for 75 years. 
They have set the policies followed In its courthouses and statehonses. Gover- 
nors and l^slntors have abjectly cowered before them, enacting laws that ex- 
empted them almost entirely from any effective taxation.” * • * 

IF THE COAL surge has brought no comfort to those who stand in the lomi 
lines and rock on the creaking porches, it must be a source of deep MtiOTnctlon In 
far-off board rooms In Philadelphia, New York, Pittsburgh, Detroit, New York 

nnd Baltimore. These figures tell why : , , , ^ ^ 

Production of bituminous coal has risen spectacularly In Kentucky, from n low 
point of 62.ROO.OOO tons In 1959 to a record high of 93,100,000 ® 

third increase. Production last year went up 8 percent over 196o, and tte stotes 
coal output was valued at $345,000,000. The surge wm most noti^ble in 
Kentucky which produced nearly 51,000,000 tons in 1966, close to 10 percent above 

^*'Am<mg* tl^ states. Kentncky ranks second to West Virginia In total coal p^nc- 
tion taming ont 17 percent of the natlon^s coni Inst year, and its esiperimee 
mirrors the national trend. American coal pro^cHon Itas^^ 
mark of 40a.000.000 tons fire years ago to a record 533,000,000 tons last {“r. 

Con.«mmptlon of coal has risen steadily since 1961 after a long slump that ^ 
gan in 1920. Coal Is slowly reclaiming from oil and gas Its share of tte nation s 
energy market and has gained on Its competitors every years since lwo3. 
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The fntnre for coni could Imrclly he hriRhtcr. The Fedeml Power Commission 
cstlnmlcs thnt Ihe ne^s of the electric utility Industry, which now consumes 
Inin ^ nnllon, will Increase two-nncl^ne-linlf limes bv 

laso. hxcitinjr new uses for wal npiienr to Ik? within reach. There Is talk of a 
prwess for converting coal to joiRollne, of utlllzinj? coal In desalting sea water, 
oo 1 mi Kentucky has even more reason for optimism. Much of the 

33 billion tons still buried in the splendid mountains and along the wlndlne 
streams of eastern Kentucky is the finest grade In America, low In sulfur '^ontent 
and llnis Increasingly desirable as a protection against air pollution. 

Confirmation of the iKiiintiful times In the coal business can he found In the an- 
nnal and financial reports of three of the oldest coal companies operating In Ken- 
incky. All three are land-owning companies which mine no coal hut own mineral 
lights over vast expanses of land which tho' lease to coal operators. As a rule, 
they receive 2.j rents for each ton of coal removed from their property. 

The Penn Virginia Con>- of Phllndelphla, which until last April did business 
under the name of the Virginia Coni and Iron Co., started buying up coal lands 
in eastern Kentucky and elsewhere In 18S2, paying ns little ns 50 cents an acre for 
mineral rights to land fairly crammeil with black gold. It now owns 105,000 
acres In eastern Kentucky, \ irginin and West Virginia, and Its proiJertles pro- 
duced 1,074,785 tons of coal last year. 

Two years ago, a business publication called Dun’s Review and Modem Indus- 
try referral to mal-lenslng ns “one of the most lucrative invesements In Ameri- 
ca and died \ irginin Coal and Iron ns “what may well be the most profitable 
company In all of American industry,” The assessment of the company was based 
^ *** earnings came to G1 percent of its revenues In 1961. 

Penn ^ Irginlla was, indeed, the mosd profitable company In the nation in 
1964, It Is more so now because It Is making more money then ever. The 1966 
annual report, under the heading, “another record year,” told stockholders: 

“Once again, improved demand for bituminous coal, reflected in higher royalty 
income, was the principal area of growth. A continuing trend In this direction, 
multiplied by higher per-lon royalty rates, will create an even greater gain in 
net earnings for 1967 . , , prices for low sulfur fuel are on the way up and will 
be reflected in your company’s earnings.” 

The company reported revenues oi ;f 2,700,000 and $2,900,000 In 1965 and 1966, 
respectively, and net earnings of $1,800,000 and $1,900,000. The consistent 60 per- 
cent-plus maigin would make the mightiest corporations envious. Gfeneral Motors, 
for example, nets about 10 percent on its sales, and United States Steel Corp. had 
a 5.6 percent return last year. 



Reflcctlng Penn Virginia’s healthy profits, the company distributed to ito 
stockholders dividends totaling $1,100,000 in 1965 and $14200,000 last year. By 
contrast, local governments in the land that produced much of this wealth — 
Etorlan and Letcher counties in Kentucky and five Virginia and West Vlr^nia 
counties— received a coribined total of $75,000 in 1965 and $65,000 last year in 
properly taxes from Penn Virginia. 

The company’s income taxes were nearly as negligible because of massive tax 
breaks for coal royalties. Thanks to depletion allowances and capital gains bene- 
fits, Penn Virginia paid only $163,584 in federal income taxes in 1965 and $317,- 
000 last year. The result of low taxes and few other expenses provided every 
Penn Virginia stockholder with net earnings of $4.63 for every share of stock 
last year. 

Penn Virginia has been Increasing its coal-based profits in recent years by 
wheeling and dealing astutely, having bought heavily Into the Southern Railway 
Co., Westmoreland Coal Co., a coking operation in Braxil and a Canadian mining 



firm. 



Equally astonishing profits have accrued to the Kentucky River Coal Corp., Inc., 
founded In Virginia in 1915 and owner of 190,000 acres of coal lands In eastern 
Kentucky, princiimlly in Perry, Knott, liOtcher and licslie counties. 

In 1064, the 2^ stockholders of Kentucky River received i^76 in earnings for 
each share of stock, and in 1965 earnings per share Jumped to $11.17. 

With nearly nil its income coming from coal royalties, Kentucky River 
look In $1,500,000 in 1964 and $1,870,000 in 1965. The combination of low overhead 
(chiefly salaries of 17 employees) and low taxes left the firm with net profits of 
^74,500 In 1964 and $1,110,155 in 1965, just under 60 per cent of sales each year. 

Kentucky River paid out much of Its profits in dividendf^ distributing $71^.949 
to its stockholders in 1964 and $871,710 In 1965. Figures for 1966 were not obtained. 





Visits to county courthouses where Kentucky River owns land and minernl 
rights nccentnnted the niggardly return to local governments from these vast 
holdings. The tax iKmks in Ilazanl for 1066 showed that in Perry county, the 
coniimny owns 30,033 acres of surface land and 75,200 acres of minernl rights. 

lax L'oiiiiiiissnmer (assessor) Roy Johns<m valued the liroi>erty at $2,864,500 
altogether, lint on ai»i»eal (‘*1 always have to light with them, year after year,*’ 
Johnson wild) the coniiwny had $400,000 knocked from its valuation. Its final tax 
hill : $10,017. 

In Ix^lie County, which Harry Caudill has called "probably the most 
primitive i>olitica1 entity in the nation," Kentucky River was assessed a tax for 
lOCf of $7,850 for its ll,il5 acres of coat land. Tax Commissioner John D. Muncy 
triofl to get a few more iH?nnies from the company with a $008,000 valuation, hut 
Kentucky River’s protest resulted in a final valuation of $182,895. 

**lt’s iKditics," Muncy said, in the squalid and littered courthouse in Hyden, a 
cluster of dark and dirty buildings that serves as the Leslie county seat. "TIjey 
have- lawyers and engineers. We don’t have enough information and facts to chal* 
lenge them." 

The Virginia Iron, Coal and Coke Co. l>egnn purchasing coal lands in 1809 and 
pn)s]H?retl during the earlier coal l>oonis. Among the legacies it has left eastern 
Kentuckv. Is the tovnx of Vicco, built in the boom days on the rood from Whites- 
burg to ilazanl, and which still stands today in its dreary, disheveled ugliness, 
unafTected by the soaring fortunes of the company whose initials it bears. 

Included in Virginia Iron, Cool and Coke’s wide holdings are 253,000 acres of 
land and mineral rights in five states with the largest single amount in eastern 
Kentucky. This Includes 'i3,000 acres In Floyd, Knott, I^slie, I^tcher, Perry and 

IMke counties. . . u 

in the doldrums ns recently ns 1958, the company now is boasting its high- 
est profits ever. Its 1006 annual rei>ort said, "revenues and earnings generated 
were the highest in our history. Net earnings nmounteil to $1.09 per share of 
common stocK as comiwred with $1.03 In 1965. The coal indusPy as a whole ex- 
l>erience<l a profitable year and your company enjoyed its proportionate posiuon 

in this healthy economic market." , t ^ , a 

With $23,000,000 in sales in each of the past two years, Virginia Iron, Coal and 
Coke Co. had net incomes of $1,390,000 and $1,470,000 respectively and paid 
dividends each year totallnx $678,876. Compare those figures with the local taxes 
iwid. According to its own figures, Virginia Iron, Coal and Coke Co. had 
in five states last year valued at $13,100,000, for which its tax bill came to ^2,^. 

In Perry county — an area so poor that last year 2,681 of Its 6,00 0 families had 
suh-poverty-level incomes, according to Office of Economic Opportunity data the 
company owns 6.600 acres of land and 27JKKI acres of mineral rights. County 
records .show that the tax bill for 1966, Virginia Iron, Coal and Coke Cos record 
rnmings year, came to $4,653. 



Kextuckt's Method of Taxixo Coai. LAims Is Woefully IiVi^oEQUAXE 

OUT-OF-STATE COMPANIES RARE MIlXIORS OF DOtXARS WHIL E EASTERN 
COTTNTTE8' RESIDENTS LIVE IN ORINDINO POVOTT 

"TV^cn one ton of coal f# mined from Kentucky, KenXutky f# 

— /ODGTCf— by one ion of coolF^-^Frofn Kentucky I/ihor Ketes* 

Harlan. Kr.—Ted R. Turner has been tax commissioner of Harlan county for 
10 years. It is his job to place assessments on all county property. Now he was 
seated in his office pondering an unanswerable question: How does it happen 
that the land is so rich and the people so poor? 

’Tt’s hard to put your finger on,” he said. ^ 

’*We have the best grade of coal found anywhere. It’s high priced, has low oti- 
for content. We’ve got enough coal here to operate all our mines 24 hours a day 



tFfom St Louis Post-Dispatch, Nov. 20, 19671 




for the next 100 years.’ 



I^ouniy coal I^roautinni m ^ 

5,634,624 tons valued at $29,000,000. Last year it moved from third to second 
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imonB cnstom Kentucky coni pnMlucera with 0.268,082 tons worth more thnn 
?30,000,000. 

\i‘t in neither yenr— nor In 1004 for Hint matter— <IId the county nmnnso to 
miso enouRh money In taxes to pny even 10 per c-ent of the costs of rmininp Its 
8clioo] 

Nothwitlistnndinf; the richer lieiirntli Hie ninpniheent mountainH tlint cover 
Harlnn county, the rI^oi.s all point to nii area alhlinp downhill swiftly. The popti* 
latlon has dwindled from 71,751 In lO.V) to 41,000 Inst vear. rojecllona for 1070 
shrink It further to 334200. 

Office of Economic Opiiortiinity ngurea ahow that of the 94231 faiiilllea In the 
county last year, 3.08i-—or 40 |»er cent — had Incomes l>elow the iwrerty level. In 
19GO, Harlan county had proportionately more poor iM>op]e than 80|>er cent of all 
counties In the Unlte<l States. I^st year It was worse off than 92 |>er cent of all 
other counties. 

Times are not so hnnl for U.S. Steel and International Harvester. The nation's 
Nnmlier One steel producer had sales of 4.3 billion dollars la.st vear and an 
Income of $249,200,000. 

Turners tax hooks showcnl that last year r.,S. Steers two proihicllve mines In 
Harlnn county, Including property vahie<l at $94100,000, were taxetl at $344>00. 
The l)ooka did not indicate the amount of an additional sum paid by the com- 
pany to support a small independent school district at one end of the county. 

International Harvester: opera tor of the second largest mine in the county, paid 
$27,000 In taxes to Harlan county on projwrly valued at $2,800,000. 

**The only interests U.S. Steel and International Harvester have In Harlan 
county,” Turner said, “is to pull out the coal to operate their mill.s. 

**U.S. ,Stee1 had a town of 9,000 people at lynch at one lime,” Turner recalled. 
•They had the largest coni tipple in the world there then. Now they're producing 
more coal than ever before, but the population at Lynch is probabl.v no more than 
,3,000. ^Vher^ their mine had thousands of employees, I doubt if they have 400 now. 

“Every lump of coal they get goes out to llieir mills. They won't even send It 
around for use of the |KH>p1e who live at Lyncl .” 

The e.tperiencc of Harlnn county is repented again and again In every one of 
the great coal-producing counties of eastern Kentucky. Although coal Is boom* 
log, producing greater wealth than ever, the people in the counties are poorer and 
more mi.sernble thnn ever. 

In Knott county last year, 1666 of the 2000 families— more than 67 percent — 
had income under the poverty level. That meant that they were in the lower 1 per 
cent of nil American counties in the magnitude of poverty. From a population of 
20,320 in 1950, the county had dropped to 10,200 and expects to have no more 
than 13,000 residents by 1970. 

Ont-of-state coal companies own an extensive portion of Knott county land. One 
is the Elk Horn Coal Corp., with headquarters at Charleston, W, Va. For the 
mineral rights to 16,107 acres of Knott county coal property this year, Kk Horn 
was charged $2760 in taxes. The company leases coal lands for a living and in 
1965 reported a gross income of close to $1,000,000,000. It netted $606,367 on that 
amount and paid its stockholders $424,840 in dividends. 

Other owners of Knott county coal lands include Kentucky River Coal Corp. 
and Virginia Iron, Coal and Coke Co., two of the most profitable operations In 
the coal business today. They paid the county $1985 and $306, respectively, in 
taxes on their properties for 1966. 

"The coal companies pretty much set their own assessments,” Knott county 
tax commissioner Delmar Dranghn confided. **We pretty much hare to work with 
them. We have no system for finding out '^hat they own. Like they may tell 
U.S they own 60 acres at n certain place when actna11.v they own 600 acres. 

"As far as mineral rights are concerned, we can’t tell what’s under the gronnd. 
If a company .says r n area is harren or mined out, we have to accept it” 

The vahiation on land that is barren or mined out of course, will be far less 
than that known to pos5?es good coal seams. 

DrauThn said that in his 10 .vears as tax commissioner he had become convinced 
that "most of these companies come in here with a straight and honest list" 

His confidence In the companies was not .shared by some Kentuckians. A study 
by the liOuLsville Courier-Journal in 1966 conclude that "coal has been a re- 
luctant taxpayer.” The newspaper said that "the industry has been abie to get 
rockpi1ea.ssessments on land loaded with black wealth.” 
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**Thonsands of acres of coal land worth $200 to an acre get on the aw^ 
ment books at $2 na acre," the newspaper said. ‘Other thousands of acres arc 

literally hidden from the assessor." , , n \f«nrr 

In Leslie county’s courthouse at tiny Hydcn, 
described his yearly bouts with the Ford^n C<ml Co., a 
Motor Co. Fordson has held mineral rights to large areas In 
years. Consistently, .Muncy said, the company submits valuation fl^rra ftat 
arc inaccurate aud just ns consistently he places a higher assessment. On appeal, 

Fordosn Invariably wins. . ,, . . »i i.« m 

Last year for example, Fordson managed to lower Moneys xnlnatlon by ^ 
percent from $880,000 to $600,000. This year the company WU t^lcd^OT. 
Just for the record, I/»Iie county is the most Impoverish^ of the casern Ken- 
tucky coal producers, with two-thirds of its familcs having inches below we 
poverty line. Ford Motor Co., on the other band, reported record sales of 12.2 

billion dollars last year and net income of $621,0OT,000. tro.,h,otr 

If any further evidence Is needed that something is wrong wltt the Kentucky 
taxing system, consider Pike county. I<ong tbe coal in 

Kentucky, Pike In 1065 accounted for more than 15,000,000 tons valued nt al- 
most $61,000,000. IJi.st year Its production went up to 10,300.000 tons worth about 

^Ti^ongh it is one of the naOon’s richest coal counUes, Pike county could 
raise only 18.3 percent of the $4,100,000 needed to operate its schools last year 
also, 45.3 percent of its people subsisted on incomes Wow 

To a few Kentuckians, notably lawyer-historian Harry M. Caudill of 
burg, the exploltaUon of the state's resources by outside investors, f™* 

diUonally Inadequate local tax rates have been galling for yeare. Cfl ud l l l is 
particularly Impatient when local or state otHcials defend the coal interests ns 
paying their proportionate share of the tax load. 

E. D. Ballard; lircctor of the property tax division of the Kentu^ Depart- 
ment of Revenue, told the Post-Dispatch that a recent state-s^nso^ rcvnlun- 
tlon of property in eastern Kentucky showed that "the coal industry was not 
the poor taxpayer people had though it to l>e.” In fncL he said, other clnss<s of 
prop^ were found to have been further off base in assessments than coal 

^'^’^iwint l^nllard misses," Caudill responded, "is that other taxpayers are 
not hauling Kentucky away. The coal industry’s whole business is doing that 
very thing My hou.se will stay here for generations, hut their property will be 

^"caudUl.*"^^ n lonely fight against the coal exploitation for years, is 

beginning to attract a few allies among elements opposed to the ris^g 
strip-mining that la further scarring and gouging the mountains. The Kentucky 
l>eague of Women Voters, whose project for the year is natural rwourc^ has 
taken an increasingly critical look at the relationship between coal wealth and 
eastern Kentucky poverty. A study by the 

tlie coal industry had licen "very successful at avoiding taxation of their proper 

***One'siibjW that the ieague is looking into is the ^ssibillt.y 
dnctlon of coal, known as a severance tax. As Caudill sees it, under the long- 
standing system. Kentucky receives nothing in return for the wealth dra ned 
from her Idlls. A tax of 10 cents a ton, for instance, on each ton of coal mined 

would linve r'ise'l $0,000,000 for the state last year. .... 

Politically. Imposition of .stich tax would appear 
larlv under newly elected Gov. l^nle Nunn, a llep^lican. ^"dill ^"d prep^ed 
nronoserl legislation for a severance tax for the Democratic candidate. G^LV 
v(^?d, under the conviction that Ward would havesponso^ it. Caudill said that 
\nnn'^ election would prove to be "an historical Irag^.v for eastern K®" 

Caudill also has helped organize and is chairman of the Con^ss for Apimla- 
clilnn Development, a group seeking to promote ermtion of public 
to buv up tlie coal lands from the wealthy land-holding companh^ ’’•1^ i 
of eminent domain, if necessary. The public agencies then would turn their efTorts 

^"caHinlr Appalachia "the last bastion of colonialism." Caudill said, "we toink 
the great wealth that was pilfered from our ancestors by shrewd and unprin- 
cipled men should be returned to the people of the mountains. 
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• It In certain that Appalachian foMlI fuela will power nmch of the nation In the 
fiitnre TTie cMl ami later will be tomed Into electricity and will Ik- aol.l at a 

'’^Whether thc>«e prolUa will ro outaa dlvldcnda to diatant atocklioldcw. or May 
iK-h^n to flnan^ The Inatitutlona n«r people ne«I deaia^nitely «»h 1 
iSled for ao long la the question that we In the monntalna moat answer. 



(From the honUTllle Coorter-Jonrnal, Sept. 16, 19651 
TVA AXD Mis ISO Uioiira 

To The Hnitor of The Courier-Journal : . „ „ , 

In yonr story headlined "COAL: Flood of Profit, Trickle of Taxes In yotir 
PaRiiSR Shot ^tlon of Sunday. Anguat 20, Tax Comnilaaloncr .Ihnniy Knucklea, 
of Hell County, Kentuckj-, quoted. 

5nd‘thTn“here was a time a few years aRO when TVA de,lnr«I .n anppller 
In default of hla contract and. throngli a aiwdally written clnn.«e tmik mcr 8,Sm» 

at all on the land now,’ Knuckles said, ’and TVA hasn t eren 

ImiulnHl ns to what we might he entitletl to In lieu of creek 

Mr. Knuckles Is referring here to coal mining rlgh^n 
stoflin In Hell and Harlan Counties which were transfcrroj hy Dan 
Sr.e lo the United States In partial f 

failure to fulfill a contract to supply coal to T> A, No spedally written cianse 

' "it Is^^^hat TVA makes no direct payment In lieu of taxes on this 

the rSisSl being that no taxes were n.sscssed against the former owner. SwHon 

1't of the TVA Act provides the measure of TV A’s dlicct payments to co 

In uL nf hiV« on nn7 power It acquires sliaP be the average of taxes 

paid In the two years prior to TVA's acquisition. Since Itcll County did not 

l.r H,lleJf any taxes for two years before TVA ncqulreil the mining ^ete 

existed no basis under the law for payments In Hen A d<^ make 

direct pa.vments In lieu of taxes to BellCounty "" 

from the Rerlblrd Timber Corporation. They amount to ^i8 annually. 

iJ^wevfrrBelfCounLv doi^ecelve a share of TV A’s l«ymenls >«J 
fn the state of Kentucky which arc distributed among the counties In wbirt TV A 
iwns wwer proJ^Sv orS The state distribution to Ilrtl County. 

Sdi^mounS to ?2,502 In fi..»cal year mi. is Ims^ on the 'aluat^oyioth 
the Stewart and Redbird properties. In total. Rell County thus received $2,i 

of TVA funds paid In lieu of taxes. Evaxs. 

Director of Information, Tenncttcc Valley Authority. 
IFrom the Appalachian South. Spring and Snmmer, 19661 

PovEurr Aim Afflukicb Is ^i^chia-Hw ^ 

ErmEUEi:,T Rich Lahd Produced a Rbmabkablt Poor feopi-e 

(By Harry M. Caudill) 

'The publicity which preceded passage of the Appalachian 
1966 focused attention on the poverty of the huge mountainous reborn ^e 
SSfSl hearings revealed that median P®*‘,“J^ 

r€tls3S^sllli£ 

pathetic territory embraces six of the ten poorest counties m a 

SSvTslM^cS^era has brought before the public gate theji^®;® ‘* 

tuUon in toe Kentucky highlands. Affluent America has looked 
hy. ?aSed unSJ^shed children. The^osperous and tomfo^^ 
crumM^ mining atmeks, filth^rewn streams, road sides littered wltn rusty 
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automobile holte, and grim hillsides demstalcd by strip mining. They hnve l>een 
told that on^fou^tll the adult populnUon is illiterate and have swm the dilnpi- 
dated school houses which have for so long symbolised the failure of wlucatioii. 
In the nation’s mind. Eastern Kentucky has become synonymous \nth 
pie. It is essential that this poverty not be associated with the land itself, Mst- 
em Kentucky is a fabulously rich comer of the American land— natural wealtli 
crawling with human dc^tution. 

Kennickv enteretl the Union in 1T02. At that time the ••Commonwealth was n 
veritable paradise of great forests and beautiful meadows, sparkling with clear 
strums and swarming with game. No other part of the new state was so iwunti- 
fnlly endowed by nature as was the mountainous rastem thlrf. 

It boasted tbe widest variety of timber to be found in the world s temperate 
zone, and the trees were immense and superb. The forest loam was yards 
places. The cnv'k and river bottoms were narrow, but fertile. In and under tnc 
hills lay lhiny*flve billion tons of high quality coal. In huge pockets were binions 
of cubic feet of natural gas and rich pools of oil. Tbe region was underlain by 
great brine bods. The Pine Mountain bulged with limestone and \res cnppctl 
with a ledge of sandstone rich in silica. Millions of tons of low-grade iron ore 
gave rise to Iron works and later attracted Investment capital from Europe. 

Historically Kentucky mountaineers used a supremely rich land to wcomc n 
remarkably poor people. They achieved this unenviable situation through the 
same factors which brought the Irish to starvation a century and a quarter ago— 
primittve agriculture and absentee ownership. 

qh« Mnihrrents bmnght an Indian style of agriculture which rellwl on new 
grounds”— often cleared by fire — for crop lands. Settling at the mouths of the 
creeks where the Helds were broadest and richest, they mor^ 
generation by generation as the lower lands lost their fertUitj-. They never got 
onto crop rotation and cover-cropping. As the populaUon grew the agricultural 
techniqnes which had worked reasonably well for a handfnl of Indians 
disastrously inadequate. The mountaineers did not know how to change their 
agricultnre and began to starve. Unlike the Irish, 

benevolent government. It came to their aid thirty years ago with the WPA, ana 
now It sustains them with food stamps, tbe commodity dole and welfare grants. 

Northern capitalists began buying Eastern Kentucky minerals more than 
three quarters of a century ago. The illiterate and Inexperienced pwple put their 
marks to de^s which conveyed “all mineral and metallic subslan^ and nil 
combinations of the same” and the unconditional right to remora them »y any 
method they "deemed necessary or convenient.” For prices ranging froni tlity 
cents to lira dollars per acre these instruments delivered almost uni m led nat- 
nral wealth Into the hands of the harshest, most exploitative cnpltnllsts the 

nation has ever seen. . , . 

These companies and their lessees have mined billions of tons of rani and 
pnmpcd ont millions of barrels of oil. They have quarrieil mllll^s of tons of 
limestone ami now are piping away silent rivers of natural gas. extraction 
of East Kentucky’s wealth staggers the Imagination. It conUnues 
the past — under the direction of people who have sympathy for neither the 
Kcntncky land nor its inhabitants. ^ 

At one time the people had some considerable part In the extractive process. 
The mines required large numbers of workers and the mountaineers were pain 
to brine out the coal. To a remarkable degree modern technology hns replaced 
miners with machines and now two-thirds of the population are irrelevant to 

theinalnbnslnessof the region— the carting away of wealth. 

The novertv of the people hns become publicly known— the affluence of tire 
exploiters hns l>een kept out of view. American business does not wnnt to Pe 
associated with the monumental failure of the East Kentucky economy. 

VICTIM OF GREAT CORPORATIONS 

East Kentucky coal fires the furnaces of the 
tions-Inlnml .Steel, Bethlehem Steel. U.S. Steel. The world s biggest s cel pni- 
flucer has reduced the Rig Black Mountain, once one of t^he worlds nmst 
majestic terrain features, into a colossal wrwk, ripped apart by 
dvnnniite to recover the outcrop coal left by the underground mines. I imecl 
States Steel’s legacy to Kentucky is this ravaged mountain and hundreds of 
miles of streams which flow thick with sediment from the spoil banks. 
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Pittsbunc-ConM)lidation Coal Company \n the world’s bijcgest privately owned 
coal producer. I^lt tojcettier by the Mellon family. Its o|K»mtlons dot the Appa- 
lachian coal-field, inclmlin^ EaMem Kentticky Us profitable mining ojiernlions 
have enabled it to buy a conlndUng interest in Chrysler ronwratio:i. The Tresi- 
dent of rill-Con!«ol is the Chairman <»f the lionnl of Chrysler. 

In April. 1905. Ihinna Hevfen- and Mrslern Industry carriwi an article by 
Thomas A. Murray which |x)inte<l out that Ikistem Kentncky Is now probably 
the nation’s best investment opportunity. Mr. Murray shows that coal produc- 
tion Is rising with the eximnding electric iwncr market and that the proflts are 
immense. For example. In llkW General Motors made a profit of 10.2 cents out 
of each dollar receiveil and i«ld a dividend of five rents. Hut an obscuie l*hila- 
delr^la corporation, Virginia Coal and Iron Company, netted 01 |s*r cent of 
gross and paid a dividend of forty-five rents out of each dollar received. It owns 
100,000 acres In Kentucky and Southwestern Virginia and Is mtetl hy Mr. Miiiray 
ns the most profitable cor|»orntion In America. 

Kentucky River Coal Corporation did nearly as well. This enviable reconl 
was nppronchiHl by Rlkhom Coal Corporation which paid out as dividends 
some .3T» |K?r cent of all Income gross receipts. 

In addition to mineral royalties, such companies enjoy snbstantial revenues 
from their thick stock portfolios. Virginia Coal and Iron owns 275.000 shares 
In Honthern Railway Company and received income therefrom of $7TO.OOi). H5 
Iicrcent of which was tax exempt under Federal law. 

Such corporation — and there are more than a score of them — enjoy an un- 
para lied tax bonanza. Uncle Sam treats them as favorite nephews. A combina- 
tion of depletion and long term Investment allowances exempts abont 7(1 per 
cent of all income from federal taxation. By normal .standards operating ex- 
pen!»es are nominal. Virginia Coal and Iron had a giws income of $2,484,840. Us 
ndministrative expenses were only $284,^(22. 

Limestone, too, has proved profitable. For example, one young man com- 
menced a qnarrying operation on borro>v«l capital In the late 1940’s and a 
decade later was an authentic millionaire. 

Perhaps the greatest success story Is that of thirty year old Ashland Oil and 
Refining Com»' 4 ny. It draws crude from the hills of Kentncky and West Virginia. 
In the spring of 1005 It offered to Imy Pnre Oil Company at a price of several 
hnndred million dollars. 

Last year Eastern Kentncky sent some 700.000 carloads of coal to the markets 
of the world, but after half a century of such inroads the seams have been 
scarcely scratch^. Approximately 33 billion tons of the original lode remain. 

How, then, did Kentucky permit this monumental expropriation of its wealth 
withont bnllding a viable society and a strong economy in the hill country? 
The present mess, It wonld appear, could have been achieved only hy deliberate 
and diabolical planning. This Is not the case. Kentuckians stnmbled into their 
present sorry plight becanse of indolence and ignorance. 

The first two Governors of Kentucky, Isaac Shelby and James Adair, were 
tongh old Indian fighters. Like their electorate, they were rugged individualists. 
Neither of them ever mentioned in any public document the need for schools. 
Edneation was left to the parents, and the parents old little about It. Until the 
1850’s the school honse was nnknown in the mountains and the first were log 
hnts presided over by semi-literate teachers. Thus a century withont education 
produced ignorant men and women who practically gave away the wealth of 
their region and reduced themselves to tenants by sufferance. Their almost 
eqnally ignorant office permitted the wealth to filter away almost untaxed decade 
after decade. Taxes on mining property were— and are — nominal. For example, 
a few years ago my $3200 Ford automobile paid as mnch taxes as a $75,000 
mining machine. Used in the mine of a mammoth corporation. It had been orig- 
inally purchased by a West Virginia .subsidiar.v. Five months later it was sold 
to the Kentucky company for $5,000. When it entered the assessors books nearly 
a year later the $5,000 bill of sale was proof of its market value. 
though, it had depreciated by a couple of thousand dollars, leaving a mere $3,000 
to help’finance the county schools. 



Marrowbone Creek in Pike Connty is a museum piece where all the elements 
of the Kentucky tragedy are concentrated. Here where the seams were richest 
the mining first began abont 1903. Giant tipples spewed endless streams of coal 
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into trains which clattered nwny at the rate of 

lined the valley and a little town, HelHer, ?L 

lowwl the railroad. Thirty .veara nfter he 

mnnity a school. The hnndreds of millions of 

left virtnaly no benefit to the populace. The town collapsctl. The letierai ireasniy 
haS irnnderSrrite the greed of the exploiters hy building such etlncatlonal facil- 

‘“u fs*pro'fiSl?*to compare developments in Eastern Kentnclv with »be Swi|is 

experience The Swiss obtained their independence from 

ortni Kentiickr achieved statehood. The little country 1s almost the same 

size as Kentucky’s mountain region, but i^^^ 

fSV^io'Sng^nd anot^^ ls”^ro™hind. The remainder Is Imrren-beautl- 

'"Ue'sS^lSSwd tbo liiil«!nillvc ni*<l tor «lnc«tlon niid Imw J»"' 

«ntf™ The Swiss have conserved their natural beauty and their cltlra and 

Et ™ the ^Let 

mstSric^IIy, ^ntuckians have neglectetl their human resources and today 
in consequence the state renps n hitter harvest • 

now Loxo wm, this co:mxOT? 

Fortv-flve thousand mountaineers draw food stamps and 

E'’S"?rSHE!siK 

onslaught upon the people and every facet of their land. KOTtucitys^rei^ 
beauty is being gouged to rubble and with It may go the people s Inst pe 

%’ji7ZwUnK5m»Tn'%ntlnacI until 

own affairs. Until they tax the privilege of severing the wealth 
pnd invwt the money in schools, health centers, libraries and 
ties. UnHI a knowlerlgenble electorate can be created capable of curbing the co^ 
Srati^on! which o^ in their midst. Every ton of coal and Hmeston^ each 
barrel of oil and comparable measure of gas 

least one now hrlck for a Kentucky .school honse. These goals may be distant but 

**'Ea*rt *K?iibJcky is sick — sick with multitudes of paupers ®top mountains of 
wealth— sick with an ineffective political system maintained by an uncompr^ 
bending electorate. The Swiss learned long ago how to ran their affairs and to 
prosper in the process. Will Kentuckians ever leam ns much? 



tProm Kentucky School Journal, January 19661 
IIarrt Caudim, Writes — Ax Bmbarrassmext of Riches ix Easterx Kextuckt 

(Harry M. Caudill has long been the outstanding advocate of ^st^ Ken- 
tnclS careylng a larger share of the load of financial 

ither essential governmental .service.s. The source of this ??PP®*\"®„®fl?®^|;" 
and tells it in this presentation, is the proper taxation of those who profit from 
the extraction of the rich mineral resources of the Appalachian reglra. 

(This particular article is based on the very provocative and renvlnd^ p^ 
sentatlon he made before the special Investigating commlttM 
which wa.s sent to Kentncky to ascertain the facts related to the KBA s request 
for the imposition of national sanctions. 
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(An nnthor. nn attorney, an InvcstiRntor. Cnudlll hns become 
ino^t powerfni enundator of ncc«l8 and proponent of n TCvern^ onr *tnto 
niovnl of tlip natnml rewurceji which abound In the eastern section of our st^R 
no punched’ but backs up his hanlHlrlvIng arguments with hard 

^"as Tllf^ng KentSr^^^^^ one who 

KpfituckT ftchools I have lonR lieen wenry-^lnioRt nnto death— of the 
of (his state year-after-year, and genera I lon-after-generat Ion, to tinlld a 
and inXly^ -whoil system when It possesses the nnanclal potential to do 



Until 1 went to the University of Kentucky In 1041, 1 had the 
sort— of never having bad a school teacher who was paid more than 
month ns a salary. We are doing somewhat better than that In I^tncky now, 
hut In those day^ln the 1030 5-475 or $60 or $80 per mouth In Kentucky was 
rrenrd^ as adequate pay for school teachera. # 

We might say that the odneation that was given to people of my gene^lon 
was donated to them by men and women who were willing to stay In the teach* 
inff profession practically without compensation. 

As n Kentucky .^hool boy, 1 sat in a dilapidaletl .^hool house, 
and watched the trainloads of wealth rolling by the ^*ndows of 
house, wealth of a character without which this nation could not hare operated 

foronehour or foroneday. ^ 

If yon go to the Department of Health, Education and \\elfare In Washing- 
ton and talk to some of the people in charges they will show Ton of e 

United States with the social and educational trouble sp<rts mar^ in bmck. 
Yon will sec that practically all of Central Appalachia — including Eastern Ken* 
tucky— is marked in black. They would say it is an impoverished area. 

If, on the other hand, yon go to the Department of Interior, which ke^ a 
record of the natural resources of this nation, yon will find ^gnln that Eastern 
Kentucky— and the rest of Central Appalachia— is marked in black on the map. 

We have in Eastern Kentucky the curious situation— the curious contradic* 
tion-of one of the richest lands on the face of the earth inhabited by what arc 
probably the poorest predominantly white people in the United States. 

I might point out that Eastern Kentucky is almost exactly the sisc of Switzer- 
land, and they both are mountainous regions. 

Switzerland has practically no minerals of any consequence, with th^xcep- 
tion of stones in the mountains and the brine beds deep within the earth. Twenty- 
one per cent of Switzerland is barren and will grow nothing. ♦ ^ ^ 

Eastern Kentucky, on the other hand, doesn’t have a barren acre in IL In fact, 
it has some very rich agricultural land. Also, we have tremendous mineral de- 
posits in Eastern Kentucky, and brine beds that vastly exceed those of Switzer- 



land. ^ 

Yet, the Swiss today have a population of 6 million people In our Eastern 
Kentucky we have three quarters of a million. The Swiss maintain the world’s 
strictest immigration laws because they have made it such a pleasant place In 
which to live that millions of people would like to flock there. 

Eastern Kentucky has the nation’s highest out-migration rate, as people flee 
from poverty, from poor schools, and from many other things, and move into the 
cities. The Swiss have brought in more foreign laborers to work there than there 
are people in Eastern Kentucky. 

The Swiss are a people who have grown rich on a very poor land ; and we 
Kentuckians in the monntai«3s are people who have grown poor on a very rich 
land. We have done that with the help. I might point out, of the Kentucky state 
government through many years. 

Switzerland has 22 institntion» of higher learning, including five great medical 
schools. And Switzerland .spends more money on armaments, for example, per 
person than any other country in the world. 

The people who control Switzerland have invested heavily in education. ’They 
have built a fair tax .system. We have failed Co tax in Kentucky ; we have failed 
to build a decent tax system, and we have wasted our human resources. 

I think we have come to a time when it is very essential to tis that we under- 
stand the possibilities of the Kentucky mountains, and of the re.st of Appa- 
lachia, and do something to reverse this deplorable and totally unnecessary 



situation. 

This is a colonial territory# and its colonial character is the origin and main 
source of most of its trouble. The people who own the real wealth of Appalachia 
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Rhould hare been its leaders dovni Uirongh the years In building n great school 
system, and in building a fair and equitable tax system. If we had had tiint kind 
itf le:idersl’i|), we ctndd have Ituilt in Eastern Kentucky a new Switzerland. 

We niiglit say, "Wlial does tills hare to do with Kentucky r.sa wholeV 

Eastern Kentucky is nlsiut one-third of Kentucky, and it is an alluitross hung 
around the neck of the rest of the state. The iwint I want to make is that Kentucky 
cannot solve Its educational iiroblems until it .solves the probleni.s of East Ken- 
tucky and ot the West Kentucky coal tleUls. 

The rest of the state cannot carry the hnnlen of these mineral fields; and the 
whole state will eventually liecome Imnknipt, or come to some kind of very serious 
grief, unless It faces the problem of these great colonial territories existing within 
the framework of the state. 

Something can be done to change these things; We are going to have rcappor- 
tionment this year, before the t* ext legislature convenes. If the |KH>ple of Kentucky 
are made aware of the things that have been happening to them and to their 
IHicketliooks, we can get the kind of taxes on the books of this state at the next 
se^slcm of the legislature that will do justice to every Kentuckian. 

At the present time, approximately one-thinl of the revenue si>ent by the state 
comes from grants In one form or another from Washington. Another third Is 
ralseil from the taxiiayers of Ix)ulsTllle and Jefferson County. The remainder 
rtmics from thv other 110 counties. 

After reaptjortlonment, Jelierson County, and the other urban areas of Ken- 
tncky, are likely to have the capacity to pass just about any kind of legislation 
they deem necessary for the welfare of this state. If they think we need tax reform 
In the mountains of East Kentucky, or In the coal fields of West Kentucky, they 



liCt me call to your attention a two-year-old publication from the U.S. De- 
partment of Interior, entitled. The Mineral Resources of the Ap^ladiian 
Region.” It Is tremendously Important l)ecause It refutes an old legend-^n old 
myth — about the Kentucky mountains. It refutes, once and for all, the Idea that 
this Is a region that cannot help Itself ''ecause of Its great Imslc poverty. 

This publication points out that Southern and Central Appalachia probably Is 
the richest resource region on the face of the entire planet. It notes that the single 
most valnable mineral deposit on earth Is not the diamond fields of AMca. or the 
iron fields of Sonth America, or the oil fields of Arabia or Libya. Rather, the 
single most valuable mineral deposit on earth Is a rich seam of coal th^ riarte In 
l*enn 5 (ylvania. and extends across West Virginia and Western > Irginla, Into 

Eastern Kentucky. , , ^ 

Coa\ Is the Industrial musde, the power, that has run this county for 
than 100 years. The modem Indnstrial American state was built on 
coal ; this coal powered the arsenal of democracy that won World War II. we 
must learn that the Appalachian mountains are now, have been for many years 
past, and will be for the foreseeable future, absolutely indispensable to the in- 
dustrial well-being of the United States. 

As this book points out— dtlng both European and American economles^e 
mineral resources of the Appalachian region are absolutely indispensable- They 
are not valnable ; they are priceless. If the country cannot dispense with them, no 
price can be placed on these resonrees. 

In Eastern Kcntncky there still are some 3o billion tons of high-grade ^l. 
Some 22 billion tons of that cnal can be recovered nndcr conventional methods 
of mining. In Western Kentucky, there are about two-thirds of that much more— 

of lesser quality, but sHII very excellent coal. 

The question we come to next Is whether the people who control these coal de- 

posifs and the other great mineral resources that are lying alongside and over 

and nndcr them— arc paying their fair diare 

Many people have seen the better schools xvc have in Eastern Kcntncky after 
some 15 years of steady Improvement But that’s not to 
decent or that they are beginning to approach 

are not beginning to nrmroach an acceptable standard becan.«c the people of this 
state cannot pay cnongh money In sales tax levies to snpport them at a decent 
level 

We mnst make the great land owners, and the owners of the Kreat wealth of 

***^^(fare^e great land owners in Ea.stcm Kcntncky? wih find thw 
great names In American indnstry— Bethlehem Steel. Republic Steel. United 





6«-412 0 - 72 - pt, 16 D-3 - 20 



8090 



Hanrester, and the Ford Motor Company, to name 
rnf i„« mTi- ”, companies as the Big Sandy Corpo- 

***Jj”' **'® River Coal Corporation, ami the I'enn- Virginia CoiniMiny. 

ini^ latter companies are almost unknown to the peo;de of tl;|g state. They 
X much In the hackgronnd, but they have one dIsUnctlon 

which very mmy reaches public attention : They are the nation’s biggest profit 
earners* ‘ 

.oZ?® County, Kentucky, have two dIstIncUons. They have the 

distinction of making what I believe is the smallest contribution to the support 
Of their schTOl system of any county In the state. As the same time, this county 
has within l^ts boundaries what are probably the two biggest earners of all In- 
veslor-otvncd corporations In the United States. 

This about 3% or 4 per cent of the cost of running its schools. 

county are the Kentucky River Coal Con>omtlnn and the 
I enn->jrginia Company, which own enormous tracts of territory and lease coal 
ana other minerals for extraction. These two companies clear* after taxes— ac- 
cording to their own stockholders* reports— some 00 to 61 cents out of every dol- 
lar taken In. 

Back In 1905. the president of the Penn-VIrglnla Company consented to an In- 
terview with a reporter for a business magazine. The things he said then are 
very valid today. 

I?® Kentucky suffers from “an embarrassment of 

riches — that a tract of land In Pike County, for example, will have one lessor, 
one lessee mining coal, another taking out oil and gas, another taking out lime- 
stone or sandstone, and still another one taking off the timber. 

The president of this company polntetl out that more than half of their opemt- 
Ing expenses are paid from their smallest source of Income, the timber stnmpago. 
The way the tax laws of this country are written, some 85 per cent of their 
money is retained. In other words, about 75 per cent of nil their Income Is tax 
exempt through a combination of depletion allowances, long-term Investments 
elc- 

^ey are able to pay out 45 per cent of gross receipts annually to their stock- 
holders. and still put nbeut 15 per cent away Into stocks of companies with which 
they do business — power companies, mil companies, and others. Eight-five per 
cent of the dividends they collect, then, are tax exempt 

They are literally “rolling In the dough.“ They have money pouring out of 
the ground hy day and by night Imflgine what It Is to be In a company that 
tak^ In an enormous flow of money, and has — ^as this company docs — a total 
of 17 employees. About all they have to do Is check on the payments to be certain 
they arc being paid properly, take the money to the bank, divide It, and Invest 
what they don’t pass out to the stockholders. 

You won’t see “an embarrassment of riches” on the school grounds of East 
Kentucky, because these companies, and the people who serve them In the court- 
houses of Eastern Kentucky and In the capital of Kentucky, have learned long 
ago^to spare these people the Inconvenience of having to pay taxes. 

Not only the great landowners and leasing companies are exempted largely 
from taxation, bnt the great operating companies, to a very large extent, escape 
taxation at the local level. 

Let us compare, as an example, the tax burden of a certain copper company 
In Arizona with the burden home by the United States Steel Corporation Tn 
Harlan County. US Steel operates a very large mine there through the US Coal 
and Coke Company. 

The copper company, in 1967. had listed for taxation In the state of Arizona, 
property worth $49,457,000. It paid property taxes in the sum of $1,727,000. Th«t 
means It would require 28% years to pay that state In taxes an amount equal 
to the appraised value of its property. 

If we look at the US Steel mine, we find It h«d an apprsl 5 ;ed value of $9..^00.000. 
on which It paid Harlan Countv taxes amounting to W4.500. This means It would 
require 270 years for US Steel to pay Harlan County an amount equal to the 
assessed value of its property. There is a difference. 

Recently, there was a story In the Hazard paper telling nbont the openine of 
a giant new mlnine complex In Knott Connty 1^.200 acres of coal were goinc 
to be developed : 1.250,009 tons a year were going to come ont of the ground : 
2.50 People were going to be emploved. 

What Is that coal property paying the people of Knott County? A total of 22 
cents an acre. 
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The sales tax doesn't apply to them, either. If you buy concrete blocks to 
build a house, you pay sales tax on them. If you are a big coal company operat- 
ing under the niiiiiiig laws, these same concrete blocks would be exempt from 
the sales tax. The same is true about drills : Tlie dentist pays sales tax on a drill 
to use on teeth ; the mining company pays none on a drill to use in extracting coal. 

We need a state severance tax. Every ton of coal, every comparable measure of 
natural gas, every barrel of oil, all the limestone and other minerals, including 
ball clay and zinc, ought to pay the state of Kentucky at least the price of a new 
brick or two. That money ought to be translated into new schools, into laborator- 
ies, into libraries and all the things that are necessary to teach. 

Second, we need to see that this property is properly assessed, that it is 
put on the books, and that it is taxed, I would agree that you cannot get fair, 
full market value on the tax books, because this property is invaluable. You 
can't get its true value, but you can get a great deal more than you are getting 
now. 

Third, I think support should be given at the national level to Senator Lee 
Metcalf's bill, which would levy a federal severance tax under circumstances 
that would let the states keep the money. That would bring into Kentucky an 
estimated $28-30 million each year. 

Finally, we need to split the depletion allowanca If the depletion allowance is 
reasonable and fair and just for the company, on the ground that its reserves 
are being depleted, then it is fair also for the counties which are dependent on 
those reserves 

What we need is a bill that would raise the depletion allowance — perhaps 
to 30 per cent or so on all of these minerals. Let the company take off the first 
30 cents, and then let the federal government levy a tax at the rate of 50 per 
cent of the money that the company keeps by virtue of the depletion allowance. 

Let that money be put in a trust fund, and then be fed back into the counties 
from which it comes. If they could be cut in on this kind of sharing of depletion 
allowance benefits, they could within a few years build the libraries, build the 
schools, pay the teachers, build the industrial sites, build the sewage facilities, 
and do all the other things necessary to build a viable economy. 



[From the Appalachian South, Spring and Summer. lOGG] 
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TO BELIEVE IMPOSSIBLE THINGS 

Alice laughed. “There's no use trying," she said: “one can*t believe impossible 
things." 

“I daresay you haven't had much practice,” said the Queen. “When I was 
your age, I always did for half an hour a day. Why, sometimes I've believed as 
many as six impossible things before breakfast. . .'' 

The White Queen in Lewis Carroll's famous fable must have spent her child- 
hood in West Virginia, For the Mountain State is indeed a Wonderland similar 
to that traveled by Alice, a mirror world where everything is upside down and 
backward. 



1 William C. Blizzard comes from early Appalachian pioneers. He Is from a long line of 
coal miners and fighters for a better life throuprh union organization. Both of his grand- 
fathers were miners. So was his father, the fearless “Bill Blizzard,” noted for heroic lead- 
ership In pioneering union struggles on Cabin Creek and elsewhere. In those days union 
men faced both the comoany gun thugs and treason Indictment In tlio courts. ‘Bill 
Blizzard” was a part of the leadership In the famous armed march against the coal opor* 
ators In September 1921. He was tried for treason (We plan a feature story on him 



In & Inter Issue)* 

At the age of 70 William C. Blizzard’s paternal grandfather quit mining because of 111 
health. He and his wife started a restaurant on Cabin Creek which became a land- 
mark ns “Mother Blizzard’s Restaurant." Striking, hungry miners were never turned nwny 
from Its doors. The restaurant Is now run by a Blizzard uncle. ^ 

. William C. Blizzard Is a West Virginia University graduate with English literature major. 
He studied at Columbia In Journalism and did further studying In photography. He Is 
now on the staff of the State Magazine of the Charleston Gazette and Mall as photographer 
and feature writer. 
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Everything? No. There are many positive virtues in West Virginians and many 
positive aspects of West Virginia. But is it not imiwssible for a nch state to 
be a poor state? Is it not impossible for West Virginia politicians to boast of 
their sympathy for the common man while at the same time imposing the most 

regressive system of taxation in any of the 50 states? , , , * 

Is it not impossible for most wage earners to overwhelmingly support a Demo- 
cratic party wliicli recently piled still more overwhelming sales taxes upon their 
already heavily burdened backs? Is it not impossible for highly educated school 
administrators- in the West Virginia Education Association to advocate and 
become parties to the passage of such taxes, knowing their regressive unjust 
nature, when teachers are supposed to inculcate in the young the \irtues of 

^^Is^it^iioMiniiossible for newspapers and businessmen to complain that West 
Virginia is run by labor leaders (it used to be .Tohn D. Lewis exclusively), 
the power of the coal operator in the Mountain Stato has for more than 50 years 
been undisguised, unashamed, and supreme? Is it not impossible for a governor 
o? AVest Virginia to be revi:ed by AVest Virginians because he advocated a 
severance tax to retain some of the wealth of AVest AMrginia for some of those 

very same AA’’est Virginians? ^ ^ i. 

None of the above six conditions is impossible. If the White Qu^nlwfd. spent 
her ohildliood in tlie Mountain State, slie might liave easily believed them before 
breakfast. For tliey are perfectly true. If modern Alices or Als ii^ practice m 
believing tlie iiiipos.sible, they should step tlirough the looking glass into We.st 
Virginia. 

RICH AREA, POOR PEOPLE 

The problems of other states of Appalachia may not resemble those of ^®st 
Virginia in detail, but it is probable that residents of such other states may find 
enough parallels to be instructive. For, as Harry Caudill and others have pointed 
out (not in these words), common miseries inflamed by common causes make 

common bedfellows. ^ s x. 

AVest A^irginia lias been and may yet well be one of the richest areas in the 
world in natural re.sources. Since about 1931 It lias led the nation in bltumlnous- 
eoal production. Tlie late Jesse V. Sullivan, of tlie AVest Virginia Coal Associa- 
tion, once estimated that if all the coal In the mountain State were stacked into 
a monument one acre square, it would make a sort of pylon for astronauts 

17,526 miles high. . . i 

AVest AMrginia once held first or second rank In the nation in natural-gas ana 
petroleum production. Both industries have been declining for 50 years, but 
Paul Beneduni, of the famous oil family, has stated that three-fourths of West 
Virginians original oil deposits are still underground, waiting to tapped. 

Immense sand deposits enable West Virginia to rank second in the Unlt^ States 
in glas.s manufacture. West Virginia timber production once placed the State 
among natlonal leaders in that field, although production is now about one-thirci 

^^It Is^evlcient, without further elaboration, that AVest A^lrginia is a rich state. 
Yet it is also obvious that AVest Virginia Is a poor state. 

COLONIAI. TYPE EXPIX)ITATION 

Tills puradox is more easily understood if the situation is described a little 
differently: Mucli wealth has been extracted from West Virginia re- 

sources, but little of that wealth has remained in the hands of West Virginians. 
Tlie reason for this, of course, lies in the exploitation of Mountain State natural 

resources by outside capital. ^ a i \ 

The resemblance of West Virginia (and much of the rest of .Appalachia) to 
the colonial domains created by Great Britain and other powers during the IPth 
century imperialist era has been pointed out by several writers. That is, outside 
capital in both cases milks its victims of natural resources while dominating the 
native government and treating the natives as contemptible, expendable, 
source of cheap labor. The fact that such capital may serve, willy-nilly, an ulti- 
niatelv progressive end does not alter its essentially aggres.<?ive, brutal character 
The situation has not changed, basically. In West Virginia toda.v. The coal 
industrv, obviou.slv. has been the principal architect of the Mountain-State econ- 
omy, and, as .sncli, has dominated state government. In recent Jfars (since 
Franklin Roosevelt’s New Deal), labor unions, particularly the United Mine 
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Workers of America, have had some influence on legislation and legislators, but 
the coal industry and its allies yet dominate the state. 

On occasion, it is true, the natives have rebelled, as they have rebelled in all 
colonial area.s. These re!)ellions, after being harshly suppressed, are usually 
pointed to by .some politicians and economists as examples of the ‘‘unfavorable 
labor climate’' which, they cry, is ruining the state. 

BY MANIPULATING TAX STRUCTURE 

In fashioning the economy of the Mountain State, the coal industry and its 
allies have necessarily given much attention to taxes. When a single coal com- 
pany may own thou.sands of acres of property in a single county, this concern is 
understandable, as is the concern of the coal company with the health, welfare, 
and attitudes of the local assessor. 

Stated in the simplest terms, it has been to the interest of the coal industry 
to keep its own taxes low or nonexistent, so that the wealth coming from the hills 
of West Virginia benefits those not from West Virginia; conversely, it has been 
in the interest of West Virginians (or would be) to tax the coal industry rather 
heavily, so ns to retain at least a portion of West Virginia's wealth in West 
Virginia. 

In this continuing war, small-income West Virginians haven't had a chance. 
Key battles on behalf of the West Virginia taxpayer have invariably been gen- 
eraled by organized labor, and the flglit has sometimes been impressive. But the 
tax structure in West Virginia remains largely as the coal industry wants it. 

This structure is most interesting, and, from the point of view of the wage- 
earner, small businessman, and white-collar worker, most revolting. Before ex- 
amining this system as it is, it might be well to comment on tax systems generally. 
Any good encyclopedia will amplify the following brief information. 

Economists classify taxes as progressive if they are based on the ability of 
the taxpayer to pay ; they are regressive if they are a flat rate on rich and poor 
alike, without regard to the ability to pay. 

An example of the progressive tax is the graduated income tax. An example of 
a regressive tax is the sales tax on consumers or on gross business. .Although tax- 
ing in accordance with the ability to pay seems most fair and equitable, the |^in- 
clple is widely disregarded. Nowhere is it more widely disregarded than in West 

Virginia. , i. 

Thirty-three states. West Virginia among them, levy consumer sales taxes. 
West Virginia in addition has a gross sales tax, levied not on the net income of a 
business, but on gross sales (even if there is a net loss). It is a highly classifled 
tax which falls with unequal force upon different businesses, and it penalizes 
most heavily the small businessman and the man just getting started. The state 
also has special sales taxes on cigarettes, liquor, soft drinks, and other items 
which are obviously not absolute necessities. . 

The combination of these three sales taxes, plus similar local taxes, makes 
West Virginia taxes the most regressive of any in the nation. The consumer also 
gets hurt by the shifting of taxes Imposed on businesses, but this standard mark- 
up as part of Uie cost of doing business is general everywhere, and not speciflally 
a Mountain State problem. State Senator Paul Kaufman points out: 

“West Virginia collects about 45 percent of its general revalue from gross sales 
taxes, 30 percent from consumers’ sales taxes, and 10 percent from sales taxes 
on specific commodities such as cigarettes and liquor. These figures are inexact 
... but in any event we collect approximately 85 percent of our total general 
revenue from sales taxes (none of which are based on ‘ability to pay ) as com- 
pared to Kentucky's 26 percent and Illinois 44 percent, for example. 

NO corporate income tax 

There is no corporate income tax in West Virginia, although Senator Kauf- 
man has introduced a bill providing for such a tax in the current session ofth^e 
legislature. There is no severance tax on natural resources, an omission in West 
Virginia comparable to a failure to tax coffee in Brazil. There is a property tax 
and coal companies own much of the surface area of West Virginia but this 

*^^A ^19^^report of the Governor's Commission on State and Local Finance con- 
cluded: ‘*In ’West Virginia, property is valued erratically; 
distributed unevenly." The Commission further report^^ ... the total asse^od 
value of all real estate in West Virginia in 1953 was $10o million less than it w.is 
before 1932 (my italics)." 

r 
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It is no doubt true tlint the tnx on coni company personal property is often 
absurdly light. A friend of mine in Clny County once told me that he knew for a 
fact of a coni conipnny locomotive that wns assessed nt less value than liis old- 

Tlie gi'oss sales tax applies to the coal industry, as it does to chemicals and 
metals But in the January 23, 1966, issue of the Charleston Qnzette, columnist 
George Lawless made this point : “Theirs is largely a resource-bnsed rnw-innterinl 
industry, us is coni, niid tli 0 ,v do not pny n stute tnx on point-of-snlc trnnsnctions 
at distant markets— where real profits are made.” In contrast to the large, high- 
Iiroflt industries, the low-mnrgiii busiiiessmnn is hurt badly, at times, by the 
gross sales tax, for it taxes total volume whether or not a profit is made. That is, 
the low-profit mnn, which means the little mnn nnd the beginning business man, 
c.ften takes a loss but must still pny a tax on his gross. 

TAX BURDEN ON LITTLE PEOPLE 

Just to add insult to injury, tlie AVest Virginia sales-tax law exempts sales of 
luncliinery und supplies to be used or consumed in tlie business of manufacturing, 
transportation, communication, and production of natural resources! Tlie law is 
cureful, however, to collect one penny on each six-cent purchase (through 35 
cents) from a widow living on u welfare check. Tins amazing feature of the 
Mountain State sales tax is a tribute to the tlioroiigliiiess of coal-company tax 
experts. No one knows how much money repeal of this exemption could mean in 
tux dollars, hut estimates range to $30 million. 

It should not be forgotten, however, that the primary consumer aim is the re- 
placement of u regressive tux system by a progressive one, not amending of the 
across sales tax’ to include those deliberately excluded. 

.Ill short, the coal-iiulustry-doininated government of AVest Virginia has created 
a itnx structure which has shifted nearly the entire tax burden to the consumer 
and small busiiiessiiiaii. In so doing, it has ignored a principle of taxation set 
forth by Adam Smith in “ATealth of Nations,'' namely, that each taxpayer should 
pny in proportion to his ability. 

it has adhered to a taxation principle attributed to Colbert, the finance min- 
ister of Louis XIA^ : “Pluck the goose so ns to obtain the most feathers with the 
least squawking." 

Tlie inequity of the sales tax, for the benefit of those yet unconvinced, was de- 
scribed by the noted economist E. R. A. Seligman before the Senate Finance 
Committee of the C7th Congress as long ago as May, 1921 : 

“Blit when you come to a general sales tax you are dealing with a tax on 
necessaries, inasmuch ns the great mass of sales are sales of necessaries. . . . 
Therefore, ns the French writer in the Middle Ages pointed out, a general sales 
tax is n sort of upside down income tax. Instead of taxing the man with a higher 
income a little more, or much more, as we do, you tax the man with the smaller 
income not only relatively ns much, but relatively more. It is this instinctive re- 
action of the common mnn to the proposal of a sales tax which is responsible for 
the opposition to it manifested from the time of the Romans under Tiberius all 
the way dov/n through the Middle Ages, \;hen the riots took place, down to 
modern times, ns in this very country, where the laboring classes are now up in 
arms against it. 

“No civilized country before the Great AVar has ever succeeded in maintaining 
a general .sales tax." 

Seligman^ needless to say, would not be happy with the present West Virginia 
tax structure. 

ORGANIZED LABOR OPPOSED UNFAIR TAX 

He would not be alone in his unhappiness. The AVest Virginia AFL-CIO has 
consistently tried to rectify the lopsided tax structure. Small business has found 
a voice in Sen. PauP Kaufman and others. Ordinary AA'^est Virginia taxpayers 
complain, but it is unlikely that they, as a whole, understand to what extent they 
are being bilked. A purpo‘^e of this article is to inform that understanding. 

Adniinistrators and politicians in state government are becoming more and 
more alarmed about an obvious fact: AA’^est Virginia revenue is insuflicient, in 
this modern age, to provide adequate state services. This is true even though a 
1060 Tax Study Commission report revealed that AVest Virginia ranks first among 
12 selected states in per-capita taxes as a percentage of income— although the 
same study .showed that in most cases West Virginians have less^ per-capita income 
to pay it out of. 
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‘bad taxes drive out good people" 



West Virginia educators have been yelling for a long time about lacic of funds 
for buildings, teacliers, and administration. There is no doubt whatever that 
West Virginia has for years been training teachers who have promptly moved 
out of the state to lower hills and higher pay. 

Other professionals are also leaving, and are difficult to recruit from other 
areas. The president of the AV. Va. Medical Association recently pointed out that 
only 20 of the first 150 graduates of the AVest Virginia University Medical School 
are practicing in the state. 

This general exodus of trained professionals is an example of what might be 
called Taxation’s Coal-Dust Law: “Bad taxes drive out good people,” The well- 
known exodus of former coal miners from West A'^irginia is another matter, a 
movement based not so much on a search for higher pay, but for any pay at all. 
As I have written before, all workers should observe the plight of the coal miner 
in Appalachia and beware. That highly automated, electronic bel? tolls for thee, 
and automation will come to all job classifications and all industries. 



It was largely in response to demands of educators that Gov. Hulett Smith 
and the 1965 Democratic legislature made a ” temporary” three per cent sales tax 
permanent. Since 1933, the tax has been two per cent (beginning at one penny 
on six cents) on the dollar until upped by Democratic Gov. AV. AA^ Barron in 
1961 to three per cent. Barron, in asking for the increase, explained tliat it was 
to finance a work and training program for the unemployed, and was to last for 
only seven months. A Charleston Gazette editorial of January 14, 1961, told West 
Virginians: “As we said, this is a temporary measure. The extra tax which will 
be collected Sunday will expire August 31. . . .” 

Because there was no untoward squawk from the plucked geese, this tax did 
not expire, but was extended no less than four times. Encouraged by the lack of 
organized opi)OSition to the added sales tax, the Hulett Smith administration 
made the “temporary” tax permanent. It would be bad manners to suggest tliat 
the hoopla about the tax being temporary was a strategical hoax on the public. 

To close students of Mountaineer fiscal history, or even to a casual student like 
me, the ploy of a “temporary” tax being made permanent sounded and looked 
like AVest A^irginia tax history repeating itself. 



The original AVest Virginia consumers sales tax was passed under the leader- 
ship of Democratic Gov. Herman Guy Kump, a smalMown mayor, banker and 
politician. Kump scooted in with the Roosevelt landslide of 1932, a landslide so 
complete in AA^'est A^irginia tliat every branch of state government belonged to the 
Democrats for the first time in 40 years. 

The Democrats have been in power ever since, although the Republicans did 
manage to elect Cecil Underwood as governor in 1956, The Democrats regained 
their complete grasp of state government with the election of Gov. W. W. Barron 
in 1960. 

A major reason for the continuous Democratic power in the Mountain State 
is the high percentage of unionized workers and their trust and affection for 
Franklin D. Roosevelt and his memory. Yet one of the first acts of the West 
Virginia Democrats, who rode to power on the coattails of FDR, v/as to pass a 
consumers sales tax, the sort of tax which FDR publicly denounced at every 
opportunity. This is not to say that the common man should desert the Democrats 
for the Republicans. 



It is to say that the coal operators and their allies would just as soon ride a 
donkey as an elephant — and they do. They are too shrewd to place blind faith 
in party labels, and the ordinary consumer would do well to become as shrewd. 

To revert to Kump’s original, two percent sales tax, it also was enacted, in 
1933, as a “temporary” revenue measrue to aid public schools. And it also was 
later made permanent, in 1937, under a succeeding Democratic governor, Homer 
Adams Holt. It seems that the Barron-Smith tax ploy was merely a copy of the 
earlier Kump-Holt strategy. 



EDUCATORS HELP MAKE TEMPORARY SALES TAX PERMANENT 



SMALL TIME POUTICIANS EXPLOIT ROOSEVELT MEMORY 



A DONKEY OR AN ELEPHANT? 
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In 1941, the legislature exempted certain foods from the sales tax, and in 
1943 another law aholislied that aiiieiidiiieiit, but eliminated the tax on the first 
50 cents spent for foodstuffs. These slight, temporary gains for the West Virginia 
consumer were wiped out in 1951. Today there are no food or drug exemptions of 
any kind and yon start paying a penny tax on a six-cent inirchase, if you can 
find anything to buy for six cents. 

A PENNY TAX ON SIX CKNTS PURCHASE 

AVest Virginians now pay a penny sales tax on connnodities costing six cents 
through 35 cents; two cents from 30 to 70 rents; and three cents sales tax from 
71 cents through one doiiar. ^ 

In levying a penny tax bite on six-cent purchases. AVest A irgima may be the 
world^s champion sales-tax collector for the small-income taxpayer, particu- 
larly in view of the fact that AA'est V irginia exempts no food or drugs. West V ir- 
ginia began its sales tax at a lower level than any other state. 

Despite this increase, there are indications that state officials and legislators 
are looking desperately for additional sources of revenue. Howls of educators have 
not censed. On January 24, 1965, a team of Concord College officials warned that 
West Virginia higher 'education is slipping fast and “in real danger” because 
of inadequate funds provided for colleges and universities. 

The AA^est AMrginia AA'elfare Department recently told the House Finance 
Committee that unless more funds were provided in the 1966-67 budget, 10,000 poor 
would have to be stricken from the rolhs of the ADCU (public works and train- 
ing) program. This was the program instituted by Gov. Harron, to be paid for by 
the “temporary” one per cent sales tax increase. The fact that this added sales 
tax has been made permanent is apparently not enough, today, to keep the welfare 
program going. 

State School Superintendent Rex M. Smith told the same Finance Committee : 
“I think it will be impossible to take care of the (educational) needs of the state 
under the present revenues.” Dr. Leonard C. Nelson of West Virginia Tech was 
also grim about higher education under present legislative budgets. He pointed 
out that the proposed budgets were based on an expenditure of about $650 per 
pupil, while the national average is about $950. 

Another hole in the AA^'est Virginia tax sock was a recent adverse decision 
by the State Supreme Court concerning a transportation privilege tax levied 
against gross income (for the most part) of various transportation media. The 
State Supreme Court held last summer that certain aspects of the tax were 
unconstitutional. 

But the tax is still being collected, the state taking the position that the matter 
is still in litigation, pending a possible appeal to the U.S. Supreme Court. Although 
this may make tax receipts look a little better, it is likely that up to $20 million 
will have to be refunded to transportation companies, and more than $2 million 
of tax revenue a year will be lost. 

An ironic footnote is that a statewide property reappraisal program, which 
optimists hoped would improve the AA^est AMrprinia tax picture, may have to be 
abandoned unless the state budgetary agency, the Board of Public AVorks. gives re- 
appraisal officials more money to work with. The reappraisal program, in ex- 
istence for seven years, has been completed in 36 of T'2 counties. 

In order to help out the school system. Gov. Hulett Smith is trying to get the 
current legislature to prepare a constitutional amendment to make school-bond 
levies possible by a simple majority vote. At present, 60 x>er cent of those voting 
must approve a bond issue. Sometimes bond issues are desirable but the.v are ex- 
pensive ^in In^^emst charge*’^ substitutes for an adequate tax system. 

As an example of how expensive bond is.sues can he. IMl quote a letter to the 
Charleston Gazette from E. E. McMurray of Raveinvood. McMurray points out 
that the original amount of a Jackson County school bond issue passed in 1960 
was .S12.67G.0()0. with an interest rate of four r*er cent, to be paid off by 1984. 
In 1966, according to McMurray, the principal remaining is $82,000. and the 
interest is $90,000. 

PLUCKED GOOSE BEGINNING TO SQUAWK 

In short, AA^est Virginia state government in 1966 needs more money, and neeiLs 
it badly. It has gone about as far as it can go with sales taxes, for the goose 
is beginning to squawk. 
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Tills Is eviflenced by the Introduction in the 1966 legislature by Senator Paul 
Kau nan an I Delegate Kenneth Auvil of n bill to tax corporate income. Quite 
preSbirthe bill is opposed the 

the West Virginia Coal Association, and the l\est Virginia Manufacturers 

A^oclatlomresting Kaufman, who/is leading the fight for the bill, is not 

merely introducin| specific legislation, but is ‘ 

of taxation in West Virginia— a philosophy endorsed by Adam 

the ability to pay. Kaufman desires to eliiiiiiiate the gross sales tax and reduce 

the most glaring inequities of the consumers sales tax. 

MAULAND FOUGHT FOR SEVERANCE TAX 

It is possible that he will eventually work for a severance tax, although t^ 
will be many a legislative skirmish before tins main battle can take place. 
Making headway against the coal operators and their allies is "O 
We.st Virginia. But in the realm of taxes ni West Virginia, one thing is sure. 
More revenue must be derived from some source, and the consumer is going to 
resist mightily any additional burden. 

With small businessmen and small consumers squawking like a whole gaggle 
of geese, the legislature will be forced to attempt to impose taxes on the l^j*sc 
corporations doing bu.slness in West Virginia, and the attempt will be interesting 
to watch. It has been tried before. i 

A noteworthy attempt, the most noteworthy in 'West \lj8hil« tax hist^y, 
made under the adnilnlstratlon of the late William G. Marlaiid, M est Virginia 
governor from 1953-57. Marland, a Democrat, proposed and fought for a severance 
tax on natural resources. But before examining Marland^s interesting tax 
posal, let us look, very briefly, at a few more tax facts in West 1 irginla, and 

review a few previously mentioned. j ™ 

Before the .second decade of the 20th century. West Virginia was predominately 
an agricultural state. The principal tax base was property, and this remained 
true until 1933, when a Tax Limitation Amendment drastically curtailed exist- 
ing and potential revenue from that source. - ^ ^ mi. 

Since 1933, sales taxes have been the principal source of state revenue. The 
consumers sales tax remained at two percent from 1933 until the raises men- 
tioned above in 1961 and 1965. The gross sales tax began at only one-tenth of 
one per cent for all industries, but over the past 30 years has increased from 
20 to 70 times that amount, depending upon the industry taxed. 

Nevertheless, the gross-sales-tax burden on West Virginia manufacturers is 
not nearly so great, relatively as the sales-tax burden on consumers. Vance Q. 
Alvis, associate professor of economics at West Virginia University, is author- 
ity for this in a special study of the gross sales tax. “Although most states,’ says 
Professor Alvis, “do not levy a gross receipts tax, the tax upon manufacturers 
does not appear to constitute an unduly heavy tax burden in the states which do. 
To the extent that the tax is shifted to West Virginia consumers, it is light by 
comparison with the consumers sales tax rates.” 



UNIONS FOR PROGRESSIVE TAX 

The West Virginia AFL-CIO, Senator Kaufman, and a few others, plan to 
replace the gross-sales tax, eventually, with progressive taxes such as a cor- 
porate income tax and a personal state income tax. No corporate income tax 
exists at this writing, but a personal income tax does, enacted by the 1961 legis- 
lature. The legislature did not, unfortunately, ease the personal tax burden by 
lightening the consumers*sales-tax load, so the West Virginia consumer in 1961 
found himself with yet another tax burden, as he does today, only more so. 

From the point of view of the consumer, the worthy tax aim in West Virginia 
today is to abolish regressive. Inequitable taxes, and establish taxes based on the 
principle of ability-to-pay. From the point of view of the coal industry, other 
extractive industries, and large manufacturers, the desirable tax aim is to 
keep matters pretty much as they are (more sales taxes on consumers being 
almost out of the question ) . 

But if more state revenue is needed, and indications are tliat it is desperately 
needed (even the matching of federal funds on a magnificent 90-10 basis is be- 
coming difficult), tax revenue must be increased. It appears that the time is fast 
approaching when what may loosely be classed as “Big Business” in West Vir- 
ginia must be taxed. 
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How heavily it will be taxed, ami the tax relief granted the “little man,” will 
1)0 determined not by good or bad intentions but by the i)olitical strength of the 
eon tending parties. 

As wns mentioned, Gov. William C. Marland had the temerity to propose, in 
coal-indiistry-doininated We.st Virginia, a severance tax on natural resources. 
On January 23, 1953, Marland, in the conventional introductory message to the 
legislature, i)roi)Osed his most unconventional (in West Virginia) tax to raise $18 
million a year. 

Except for an ’ inner circle” which almost surely was consulted, his proposal 
came wilhoiit warning to friend or foe. The natural-resource indnstrie.s, headed 
by coal. im»'M»diateiy de(d;‘red >\ar. Marland in turn called in all available allies, 
an array which was outwardly impressive. 

In the first place, Marland’s severance tax had the supi)ort of the United Mine 
W 4 )rKers of America, an oiganization which then had 115,000 members in West 
Virginia, and was a powerrul political force. The AFIj-CIO added its endorse- 
ment. , 

West Virginia educators publicly supported the severance tax (although in the 
light of their .support of a heavier sales tax, it is probable that desperate Moun- 
tain State teachers will sui)port any tux measures which will contribute to teacher 
salaries and general school aid). State School Superintendent W. W. Irent said 
he favored the tax “without (iiialificaton ” and Phares Reeder, Executive Secre- 
tary of the W. Va. Education Association, also voiced his support. 

All but one member of the entire West Virginia national congressional delega- 
tion — two U.S. senators and five representatives — voiced approval of the .sever- 
ance tax. The lone dissenter was Republican Representative Will C. Neal of the 

fourth district. . , ^ ^ 

These seven senators and representatives not only voiced their apiiroval or tiie 
severance tax, but all or nearly ull actually journeyed from Washington to 
Charleston to argue for the bill in public hearings. One U.S. Senator, the late 
Matthew' M. Neely, had much of liis nrgmnent for the tux printed in the Febru- 
ary 18, 1953, issue of the Charle.ston Gazette. 



His argument concluded as follows: “The battle raging over the pending ques- 
tion is largely between absentee captains of industry on the one hand and the 
u-nmpn niui Children of West Virginia on the other. It is what Lincoln de- 



BATTLE BETWEEN ABSENTEE OWNERS AND PEOPLE 




was also an ajc ulluiucj, i.wi. me 

piinnsf three times as many Democrats as Republicans in the W. Va. house, and 




were led bv the coal operacors unu 

ably backed by the other natural-resources industries which the bill would have 
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Workman’s compensation fund, and of the unemployment compensation fund, 
making it a strike fund.” 

Governor Marian d reacted by mailing a “letter to the editor” to the Gazette, 
writing that “it would seem only fair to the readers to inform them . . . that a 
distinguished mein her of your editorial board is Mr. Carl Andrews, Secretary of 
the West Virginia Coal Operators Association.” 

Although it is never wise to underestimate the role of the press in shaping 
public opinion, that role has been complementary rather than decisive in West 
Virginia. Marland’s severance tax was defeated in the legislature, or, rather, 
by maneuvers which were manifest in later actions of the legislature. 

In retrospect, it is evident that the severance tax never really had a chance, 
despite the impressive outward strength of the pro-Marland forces. The bill did 
get out of the House Finance Committee, as amended, but without recommenda- 
tion, on March 3, 1953. On March 5, the house voted by a majority of 66 to 41 
to postpone indefinitely further consideration of the bill. The senate version had 
been killed two days earlier in the Senate Finance Committee, so the battle was 
ended. 

Said Senate President Ralph Bean (who had opposed the tax) a few days 
later: “The 1953 legislature has been independent in its thinking and actions; 
it has not been controlled by any one person, group, or faction.” And who could 
prove him wrong? 

West Virginians who yet favor a severance tax—and many do — might study 
in detail the 1953 battle for such a tax which I have outlined so briefiy. The 
basic opposing forces have not changed. They are the coal Industry and its allies 
on the one hand and consumers represented by organized labor and more-or-less 
organized consumer groups on the othei*. 

Even a cursory study indicates that changing the tax philosophy and tax 
structure in West Virginia involves first changing the legislature, and this is a 
political task not likely to be accomplished quickly. Practically, it means work 
within the dominant Democratic party to strengthen its liberal and progressive 
segment and wrest leadership from the now-powerful conservative faction. This 
means increasing attention to candidates in primary elections, inasmuch as the 
Democratic nomination is so often tantamount to election. 

Progress is not apt to be ea.s.v oi‘ rapid, nor is the West Virginia press, gen- 
erally, likely to change its coal-dust spots and inform ordinary West Virginians 
concerning their best tax interest. It is also true that the U^IW has in the past 
decade lost political influence, if only because it has lost so many members, and, 
with politicians, votes count, or even potential votes. 

This means that a once-powerfu advocate of the severance tax in West Virginia 
has been weakened since 19.53. Also, it seems evident that the UMW leadei'ship, 
at least on a local level, no longer feels so strongly about such a tax. 

On the po.sitive side, it is probable thfit the AFL-CIO will grow in West Vir- 
ginia. This is by no means certain, however, as national events and national poli- 
tics only indirectly related to labor can have a pronounced effect, pro or con, on 
the Mountain State labor climate. It is certain that tax reform in West Virginia 
depends a great deal upon AFIi-ClO growth assuming that the union does not 
deviate from its excellent past record on tax reform. 

K?:GlOXAn PROBLE^^ 

It also depends upon the growth of independent consumer organizations of a 
local or regional nature, or both. A regional out look seems logical, for the states 
within Appalachia are plagued by many common problems. 

Although taxation in a single state, in detail, is an extremely complex animal, 
it is possible to pick out its major bones and thus get a better idea of the nature 
of the whole beast than if the creature is studied bit by bit in its enormous, liv- 
ing detail. 

Fossil experts thus recreate the detailed appearance of giant animals that once 
.strode the earth. I believe that an examination of the bones of the W'est Virginia 
tax structure reveals a sort of fiscal Tyranvosanr*h Rex astride the backs of or- 
dinary ^lountaineens. 

But this great toothed reptile can, in time, be tinned into a harmless chame- 
leon. On a .short-term basis some of its fangs can be pulled. Does this sound im- 
possible? Perhaps so, but I prefer to believe it. Like the White Queen in her 
youth. I sometimes believe as many as six impossible things before breakfast. It 
makes life not only bearable, but hopeful, in a looking glass world. 
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[From Dun’s Review nnd Modern Industry. April 1005] 



It has C(i})ital f/aiuH, dcplctioji mul unhcUcvahly high gvofitft. yet it is . . . 



One wintry iifternoon a few nioiitlis a^o, Jolm S. Cline Jr. bronplit liis car tn 
an abrupt lialt at a street corner in liis native Pikeville, Kentucky. Hi.s wife 
quickly informed liim tliat tlieir car liad the right of way, no stop wa.s necessary ; 
just as quickly Cline retorted that it was. “Here comes a coal truck,” he drawled, 
pointing at the intersecting road, “and that means six dollars to me. The faster 
that driver delivers his load and makes another trip, the more of those six dol- 
lars I’ll he getting.” i i „ 

For John Sinclair Cline, a prosperous attorney in the heart of poverty-stricken 
Appalachia, those six-dollars-a-tnickload returns have been coming faster and 
faster in recent years. For Cline is a member of one of the small hand of nnan- 
ciers who are reaping golden profits from the investment nobody know.s about: 
coal royalties, which come from leasing mineral-rich lands to mining companies. 

For the past two or three years, no other fuel has burned quite as brightly as 
coal. Aided by cost-cutting machinery that has enabled it to compete in the utility 
market against natural gas and oil (most utilities can quickly switch from one 
fuel to another, depending on the price) coal has scored an amazing conieback. 
From 410 million tons as recently as 1959, its output had climbed to an estimated 
480 million tons last year and will probably hit 487 million tons during 1905. 

And at least one-third of that output will come from the lands held by the coal 
lessors. By the estimate of no less an authority than F. Addison Jones, a ^ecial- 
ist in the National Resources branch of the Internal Revenue Service’s Special 
Technical Services Division, there may be ns few as 400 to 500 of them. But by 
profession, he goes on, the 400 owners of coal royalties include insurance agents, 
farmers and corporation executives, as well as fairly large corporations and a 

few good-sized partnerships. , - . n 

For all their small numbers, moreover, the coal royalists hold what may well 
be one of the most lucrative iiive.stment.s in all of America. Certainly it is not too 
much to say that its benefits begin right at the tax collector’s door. Almost hid- 
den in the federal tax code, a special provision gives capital gains treatment to 
royalties received from the mining of coal lands that have been held for the 

usual six months or more. , . . . ^ 

But like the seam of coal above ground, that is only the beginning or the 
wealth. Not only does the coal royalist get capital gains treatment, he also is 
blessed with the benefits of a cost depletion allowance. This is based on the origi- 
nal cost of the property. If the coal royalist paid $5,000 for his land and it holds 
50,000 tons of coal, then the royalty income at the average 25 cents a ton would 
come to $600 for a typical 2,000-ton mining year. 

When it comes to paying taxes on that $500, the coal royalist first takes out ^ 
depletion allowance of .$200. Then, from the remaining taxable income of $300 
he computes his tax at the 25% capital gains rate. Final tax : $75, giving him a 
return after taxes of 85% on his total income of $600. 



The men who pay this tax readily admit that it is the capital gains provision 
that lias put the crown back on King Coal as an investment. Talk, for example, 
to Rolla D. Campbell, who is president of the Coal Lessors Association, the trade 
association for many coal-land owners. Grey-haired and thin, but still vigorous 
for all his 68 years, Campbell today winters in Palm Beach, in a plush apart- 
ment whose glass walls slide back to reveal a breathtaking view of the inland 
waterway and Palm Beach basin with its famed millionaire’s row of luxury 

^ In 1951 he was the man, according to talk in Pikeville, Kentucky, who was most 
responsible for convincing Congress that coal royalties deserved a capital gains. 
“Without that change,” says Campbell, ‘T seriously question whether there could 
have been as extensive a coal industry development in the past decade as has been 

t#llC CflSG 

Certainly, few coal royalists can complain. .Tohn Cline, for example, qualifip as 
a medium-sized owner, holding several thousand acres of coal land around the 
Cumberland plateau in Pike County. A good-sized chunk of it is leased to several 
small, independent mining companies, which have some fifteen to seventeen mines 



The Investment Nobody Knows About 



THE TALK IN PIKEVILLE 
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producing about 160 tons or more a day. Elsewhere on this same land, Cline has 
leased several thousand acres to natural-gas drillers, whose diggings throw off 
still more meome. 

How much is all this worth to Cline? According to one authoritative source in 
riKeviiie, a montliiy revenue in the low six ligures rolls into tlie estate that Cline 
shares with two sisters. Cline Imnself admits, without any exact ligures, that it 
has maue him a wealtliy man. iiays he, grinning : "The rich get richer, et cetera.** 

A clearer picture can be gleaned from a publicly held company, which must 
rejiort revenues, taxc.s and prolits. Virginia Coal & Iron Co, of Philadelphia, for 
example {see box^ inujc ^§3)^ leases huge coal-land acreage to operators on a 
royalty basis. Last year it pulled in a plienomenai lfl.6 million In prolits on a net 
income of *>1.7 million. Or eoiisiuer the fortunes of Kentucky Idver Coal Corp. of 
Lexington. The company, which owns about 200,000 acres of coal Helds in five 
Ken tu city count ie.s and derives most of its income from royalties, in 1003 paid out 
.$040,414 In dividends, nearly oiic-half of its $1.4 million in sales. 

Tlie low tax rate, of course, makes ; age profits possible. Moreover, mining too 
enjoys a similarly profitable tax treatment. As Howard H. Frey, assistant to the 
l)re.sident of the Virginia Coal & Iron Co., notes: *'The effective tax rate on a 
milling (»pemtion is 24% because there Is a percentage depletion of 10% of sales 
or 60% of profit. Since the margin on coal is so thin, you never get above 
that 30%. So yon have the taxable profit, deplete it 60% and apply the 48% 
corporate rate, whicli is, in effect, 24%.** 

This is not, of course, as simple as It sounds. First of all, there is the matter 
of finding the right property. The market, it innst be said, is a pretty active one, 
although its major media are word-of-inouth advertising and the columns of coal 
trade jourimi.s. In the past, one channel that enriched many inve.stors (John 
Cline’.s fatlier was one) was tlie tax auction where land wn.s sold off to repay 

(lCl)tS. 

A.s to the price of coal lands, this necessarily varies so widely that no average 
market value is over struck. An one ^.M^’gliiia owner nuts It: “There are so many 
factors |)re.sent that each parcel of land Is appraised individually.’* 

A few of the iiioie .V.ctors: the quality of the coal underground, the 

tliicknesH of the coal seam (it can vary widely), the condltioim under which it can 
be mined (deep underground or near the surface), proximity to transportation. 
Even the suitability of the surface land for farming or tlie amount of timber 
.standing must be considered, since either can represent added values to the land. 

Charles D. Roberts, part owner of Dixie Mining Co, In PikevlIIe, points out 
that 100 acres of coal land in some parts of Pike County might be purchased for 
$26,000. And that acreage, the notes, could hold a potential return to tlie investor 
of $100,000— provided that he usual ri.sk.s, such ns coal running out or hitting a 
wall of I)Innk rock, do not arise. 

But Iiefore lie goes into tills Iilghly specialized investment, a perceptive buyer 
has to have all his wits about him. As Rolla Campbell says: “Those who engage 
ill tills occupation linve to know tlieir way about. Tliey need competent engineers 
and lawyers and may have to wait a long time to get their original investment 
hack.“ 

A Kentucky owner points out another pitfall. “This I.s,*’ he says, “a great 
hnsincss for lawsuits.** By way of proof he notes that PikevlIIe, whose popula- 
tion runs to a mere 6,000, has no le.ss than thirty attorneys working full-time on 
mineral severance ca.scs. Their chore Is to separate the various mineral proper- 
ties within any one parcel of land for whatever dispo.sal the owner has in mind. 

Things being what they are in Kentucky, title to a land tract does not always 
include the mineral rights. In fact, Dixie Mining paid one small owner over 
$2,700 in royalties before discovering that he did not Iiold the mineral rights 
to the nronertv nt nil, “We had to then go out and pay that $2,700 all over again 
to the rightful owner,** says Dixie’s Charles D. Roberts. 

Further complications can come from what can only be called an embarrass- 
ment of riches, A characteristic of coal land, for instance, is its proximity to oil 
and gas deposits. Leasing each of tliese various properties to operators (a.s Cline, 
Virginia Coal & Iron and moat owners do) may be a very valuable and profitable 
enterpri.se. It also, though, requires astute engineering and legal counsel to Insure 
that all tho.se properties belong to the same deed. 

Any timber growing over the coal, of course, is a prime Investment in its own 
right* (“Executive Sideline: Timber,** Dun’s Review, Jmuartf), it, too, 
comes under the capital gains treatment, the theory being that he who fella a 
tree also cuts down a capital asset. But that is not all. Like coal, the timber 
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owner also can deduct from liis pretax income tlie original cost of tlie timber lie 
sells. So it is not at all .surprising that the Virginia Coal & Iron Co., for one, 
nctlvelv participate.s in both the coal and .st maim go bu.sino.ss. 1.11. 

Once the land is bought by an investor, there is very little to do except wait 
for an operator to come along. And despite a sometimes lengthy wnit, they do 
come It is one ol tlio quirks of this business tlint all tlie vaunted iiower of ad- 
vertising notwithstanding, tliere is little, if any, done by i)rosi)ectlve lessors. For 
coal is an old, old l)uslness. And as Rolln Campbell points out : llie people i« 
business know the areas where the duality of coal they want l.s located. When 
they ..ced that particular quality, they send tbelr agents along to find out who 

the owners are." i i . , 

For the average land owner, this Is the moment of truth. _The drawing up of 
a lea.se Is far more than slsnlng a contract for 100 acres at 2~j cents « 
first place, there are hardly two coal land leases alike anywhere. Temis vai-y 
from one to another and are tlie product of negotiations over length of lease, 
rate of royalty, mining conditions etc. Virtually every last chunk must be taken 
from the mine, every lump that cim be phy.slcally removed ami sold. Ao u-ere 
miser’s greed, this stipulation actually Is the legal basis on wlilcb the capital 

gains treatment rests. „ 

A relatively typical ingredient In leases calls for payment to the lessor of a 
minimum advance royalty. For niost of the small. Independent, non-union coal 
mines that abound in some of the major coal fields of the United States, this 
averages out at $5 an acre, says Robert Holcomb, president of the Aatlonal In- 
dependent Coal Operators Association. Among the large mine operators, this 
figure varies somewhat. Iii addition, a Hat figure, baaed on expected tonnage. 
Is sometimes used. Consolidated Coal Co., for Instance, pays an animal minimum 
of $00,000, mi acre on property leased from Virginia Coal & Iron 

But the lessor in every case allows the operator to recover this in\estment 
by ainortlzlng the amount as he mines the coal. Thus, ^ ^ 

tons free. Usually the time allowed for recovering Is one to two years. This 

is 110 eleemosynary act on the part of the local owner. Says ?, 

to prevent an operator from typing up large tracts of land and not mining them. 

No le.«s important to the lessor Is the kind of operator he is going to be deal- 
ing with as a les.see. Because ci coal mhiliig operation Is an enterprise that usu- 
ally goes on for years, and because of the great value of the property to the 
owner, amicable relations are considered an essential part of this business. 

One method frequently used to preserve such relations Is to write Into the 
contract an arbitration clause for any possible arguments or grievances that 
cannot be settled simply. Many leases call for the appointment of an arbiter 
by each side. 

SMAtt, BUT EFFICIENT 

Amicable relations notwithstanding, many land owners in recent years have 
.selected operators strictly by size. Reason: Opera^rs 

men working underground are regarded under the Federal Mine Safety Act as 
large operators and must comply with stiff and costly safety regulations. Many 
laud owners complain that the United Mine Workers of America has been 
using this law to drive costs up and make mining by large operators un- 
economical. Says L. (for "Latelle”) M. LaFollette, a large land owner In 
Chavleston. We.st Virginia, who ha.s been leasing coal lands since ( My 
father started in it in 1002»») : “They’re compelling land owners in West Vir- 
ginia to lea.se to small operators.” L t 1 1 

Tlie.se sinnll, independent operator.s not only are exempted from redial 
mine safety regulations, they also tend to be non-union. Not. surprisingly, they 
have been growing at an astounding rate In West Virginia (“Six liundred two 
years ago, 1,800 last year,” sny.s LaFollette), eastern Kentucky, Virginia, 
Tonne.s.see and some ten other .states. 

. John Clino, who lenses to both large and small operators, prefers the small 
operator because you can usually reason with them,” he declares. “The large 
operators are always trying to grab tbelr own advantage, and you have to deal 
with them at arm’s length. They may mine 100,000 tons this month but none 
next niontli. The small operators, on the other hand, mine continuously and nsii- 

aliy take out more coal. ^ , 4 

The .small mlne.s do, in fact, take out an enormous amount of coni. Accord- 
ing to Pre.sl(lent Robert Holcomb of the National Independent Coni Operators 
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Association, some 100 miIIioii-125 million tons were produced by the association’s 
5,000 member companies in 1004, What’s more, says Holcomb, “99% of those 
members are mining leased properties.’’ 

Not only that, they are mining them just as prolltably as the big company, 
according to Ij. M. LaFollette. “A friend of mine,’’ he notes, “just opened a mine 
around here with five men and a shuttle buggy. He had to go back about 300 
feet to get the mine ready, but they pulled out 250 tons in one day. That’s 
as good as any big company.’’ 

Whatever the choice, the land owner need liardly be pushed into finding an 
opei’ator for liis property. Although there are taxes and other similar ex- 
penses, they are coinpai*atively low and can be deducted from an owner’s or- 
dinary income for tax purposes. 

Once a lea.sing arrangement has been entered into, though, the costs tend to be 
scattered, but .small, mostly for administration and supervision of the contract 
and for pre.scrving what the Internal Revenue Service’s legalistic language 
i*et'ei*s to a.s llie owner’s “economic interest’’ in tlie land. These costs may run 
from fire i)i‘otectlon, l)ookkeeping and technical supervision to the expenses of 
inensuring the quantity of coal removed. 

Even tliougli tliese expenses cannot lie considered as deductions from ordinary 
income, tliey are liardly onerous. Tliey may, says the tax law, be recouped as 
olYsets against royalty income. In eiTect, then, the capital gains tax is reduced still 
l^^jrther. “When the land is productive,’’ says Rolla Campbell, “anyone can carry 

How much money is there in these royalties? The question brings smiles to some 
faces, a look of fruHtration to others. There is no one answer. So many factors 
are involved — from the amount of acreage- leased and the quality of coal mined 
to the particular niarketing conditions of the time— that figures are illusory and 
elusive. 

Still, a look at the earnings of the publicly held companie.s shows that the 
j)roflt potential i>j an enoi'inous one. And as Jolm Cline admits: “My income has 
increa.sed every year tliat I’ve l)een leasing. If tlie royalties keep going up, the 
profit is bound to be better.’’ 

Looking aliead, tlie general economic picture, as much as the favorable tax 
.situation, .suggests tliat those profits are indeed liouiid to get better. The fortunes 
of the coal-hind owner are Inextricably bound up witli those of the operator 
ami the industry at large. What all see are constantly expanding markets (the 
electric utility field, coal’s largest outlet, is growing at an annual rate of about 
7%) and exotic new and broader uses for the aiiGiciit mineral, such as conversion 
to gasoline. 

Last year the higlily respected Pierre R. Bretey, a senior vice president of 
Wall Street’s Hayden, Stone, pi'3dicted that “coal consumption may well double 
over the next fifteen .vears.’’ And McGraw-Hill’s Department of Economics re- 
vealed that current coal mine capacity (about 550 million tons) will reach full 
utlllziition by the end of this decade and will have to increase by at least 300 
iiiillloii tons by 1975. 

Adding :;ti!! more cheer Is the estimate of the U.S. Department of the Interior 
that lying within the l)owels of the United States is the world’s largest deposit 
of recoverable coal, some 830 billion tons. Moreover, the; Federal Power Coiii- 
niissioii late hist year estimated that the consumption of coal by the electric util- 
ity Industry alone would soar 250% by 1980. 

Witli such treimmdous potential lying beneath their feet, coal-land investors 
can hardly he blamed for keeping a tight rein on hard facts and figures. From the 
looks of things, nothing but tlie discovery of plutonium on their properties could 
match the riches that the black diamond may yet produce. Indeed, imle.ss plu- 
tonium had capital gains ami depletion. It is likely that King Coal would stay 
exactly that — at least in the minds of the land royalty holders. 

—Thomas I. MunuAY. 

Aackuica’s Most Profitaulk Company? 

From plain, green-painted offices in Philadelphia’s South llroad Street tall, 
tweedy Edward B. lAilsenriug Jr. run.s what may well be the most profitable 
company in all of American industry. Certainly few other companies can come 
clo.se to the 01% margin that Leisenring’s Virginia Coal & Iron Co. show.s on 
its revenues. By way of comparison, mighty General Motors brings 10.2% of 
its sales dollars down to net. AT&T 16.6% and U.S. Steel 6.7%. 
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Though It hns large holdings of railroad stocks, Virginia Coal & Iron ob- 
tains 54% of Its income from coal royalties (see story), and stnnipage (the 
highly profitable, depletion-blessed trees that grow In the soil over Its diggings). 
All told, Virginia Coal leases out 10, OCX) acres of land in West Virginia. 100.000 
acres Ivi Kentucky and southwestern Virginia and 5,000 acres In western Pennsyl- 
vania. In West Virginia alone. Its lands are estimated to hold 110.9 million tons 
of coaK 

Lelsenrlng carries nearly all the Income from these activities right down 
to net. During 1964, for example, royalties, dividends and rental on a coke plant 
gave Virginia Coal & Iron a total Income of .$2.5 million. From that came expenses 
of .$745,875, hardly enough to pay the salaries of three steel executives. Thanks 
to depletion and capital gains, taxes took out $221,139 — leaving net earnings 
of $1.5 million, or Gl% of Virginia Coal & Iron’s total Income. 

Uven that, though, does not accurately sum up the wealth that was accumu- 
lated for the company’s shareholders. Karnlngs were further bolstered by a 
gain on the sale of coal In place of $101,538. So earnings, all told, came to $1.0 
million, or $3.45 a share, up from $1.3 million, or $2.81 a share, for 1903. 

There Is, of course, no secret to the source of Virginia Coal’s wealth. As a 
lessor of land to coal mining companies, the company hns few expen.ses of Its 
own. “Only renl-estate taxes, renlly.’’ snys Howard H. Frey, nsslstnnt to the 
president. “We do have occasions when we’re proving addltlonnl coni, nnd we 
test n land’s deposits by boring or core drilling to about 150 feet.” 
ihit that Is really the only large expense. The mining company does the rest. 
“You depend on the honorableness of your lessee,” snys Frey, “so you’ve got to 
deni with people you enn trust.” He adds: "In n ense where the lessee leaves 
more coni thnn he could have recovered, we charge him on nn estlmnted hnsls. 

Logging the company’s woodlands also Involves little, labor or expenses on 
the part of Virginia Coal. For this, too. Is done by outside contrnctors. In ) 1^ 
gliiln, for example, the Ilnmer Lumber Corp. cruises Its properties nnd (nUes olT 
the hnrdwood for n minimum royalty of .$00,000 n yenr. With perpetual enre now 
the vogue In forestry, moreover, Virginia enn count on getting Its hardwoods 
harvested again In forty years, no great nmount of time In terms of corpornte 



Lessees t\lso work Virginia Coal’s properties for gas, an imlieard-of coni- 
1110(11 ty years ago when some of the lands were sold to the company for i>ennies 
an acre! Where gas is present, it is true, the coal miner iinist leave a certain 
amount of coal in the ground as a casing. But since gas comes under roughly 
the same tax laws as coal, but with even more favorable economics, this is 



no hardship at all. % i i 

As if all that were not enough, there also is the matter of \ irginia s bulging 
stock portfolio. Obtained largely by the sales of its own railroad that once ran 
across its lands, it now hohis no loss than 276,000 shares of coninion stock in 
the Southern Railway, probably one of the best-managed rails In all the land. 
These holdings pay Virginia about $770,000 In dividends a year. Yet even that 
Is liardlv calculated to add to the comiMuiy’s tax burden, for under the Internal 
Revenue laws, 85% of the dividends paid by one corporation to another are tax- 
free 

And, of course, In none of Its lines does Virginia Coal & Iron come anywhere 
near to what might be called a huslnessnian’s rl.sk. For all the compnnv s mining, 
nnd nil the chance-tnklng, is done by other compnnles who hope to find oH. ens 
or coni (there Is nlso some limestone nnd some sandstone) on the Vlrglnln Loal 
& Iron lands. “When you lense,” sny Howard Frey, “the operntor takes the 
risk of putting up n cleaning plant nnd tippler, nnd we tnke the depletion dediw- 
tlon. It’s the widows nnd orphnns versus the prosi)ectors.” 

And for the purdent, tax-wise Phllndelphlnns who run Mrglnln Coni & Iron, 
events hnvc proven thnt It Is nlwnys better to he on the side of the widows nnd 



orphnns. 



'I'o THE BOAUI) of EQUAMZATION OF THE STATE OF TENNESSEE 

(In Re Assessment of Coni Reserves nnd Mining E(iulpment) 

Mu. Fhei) .Tones, Mn. & Mas. Doyi.e IUikns. Miss Marie Cirii.i.o. Mro^. Veroie 
Norton, Mn. Millard Ridenour, Mr. .Tames S. Hatmaker, Mu. Clarence 
Haokler, Mr. J. W. Bradley, Mr. Ronnie H. Beck. Mr. Bill E. Christopher, 
Mr. Sherman Fettesman, Mr, Cedric JuROEN, petitioners, ex parte 
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PETITION 

1. Encli of your petitioners, whose names, addresses and counties of residence 
mid occnpations are set out below, is nn owner of real property taxed in his 
respective county : 

Mr. Fred Jones, Briceville, Teiin., Anderson, Machinist 

Mr. and Mrs. Doyle Burns, White Oak, Tenn,, Campbell, Superintendent, 
• Machine Shop and Machine Operator. 

Miss Marie Cirilo, Clairfleld, Tenn., Campbell, Conmiunity Development. 

Mrs. Verde Norton, Duff, Tenn., Campbell, Textile. 

Mr. .Millard Ridenour, White Oak Tenn., Campbell, Miner, retired. 

Mr. James S. liatinaker, Eagan, Tenn., Claiborne, Equipment Operator. 

Mr. Clarence liackler, Clalrtleld, Tenn., Claiborne, Truck Driver. 

Mr. J. W. Bradley Petros, Teim., Morgan, Electrician. 

Mr. lioimie II. Beck, Coalfield, Teim., Morgan, Instrument Mechanic, 
i Mr. Bill E. Christopher, Petros, Tenn., Morgan, Instrument Mechanic. 

; Mr. Sliorman Fettennan, Oneida Teim. Scott, College Student, 

c Mr. Cedric Jurgens, Oneida, Tenn, Scott, Marine Ollicer retired. 

2. This petition is filed under Teime.s.see Code §07-821 granting to any prop- 

: erty owner in the State of Tennessee “tlio right to a hearing and determination 

by tlie State Board of Equalization of any complaint he may make on grounds 
i timt other property than his own has heen as.sessed at less than the actual cash 

value tliereof, or at a less percentage of value than his own property/^ The gen- 
' oral purpose of this petition is to request tlie State Board of Equalization and 

I the Comptroller and the Division of Property Assessments which operates under 

I the supervision of the Comptroller and the State Board of Equalization to exer- 

cise certain duties respecting the appraisal and assessment of real property con- 
taining coal resen*es and personal property in the form of mining equipment 
j in the aforesaid live comities a.s required by Tennessee Code § 07-242 and § 07-245 

r and § 07-822 establishing the procedures by which these agencies shall “super- 

j vise and direct all reappraisals and revaluation programs” and '‘shall equalize, 

j compute and fix the value of all such properties within its jurisdiction.” 

i 3. County tax assessors in the aforesaid counties have failed properly to 

i assess the Value of coal in land in the aforesaid five counties or the value of 

expensive equipment used in mining coal despite the requirements of the due 
process and equal protective clauses of the Federal constitution and Article 2, 
§§ 28 and 29 of the Tennessee constitution requiring the taxation of all real and 
personal property “acconling to its value ... so that taxes shall be equal and 
uniform throughout the state,” and the provisions of Tennessee Code §§07-G05, 
07-000(5) and 07-007 requiring county tax assessors to assess for taxation min- 
eral interests including coal. This failure has caused a significant loss of revenue 
for the local govermnents in these counties and caused your petitioners and 
other owners of property not containing mineral interests to bear an unfair per- 
j centage of the property tax burden. The time has come for the State Board of 

Equalization to deal with this problem and to exercise its powers as the state- 
wide administrative agency in charge of directing the activities of local tax 
assessors. 

4. The Tennessee Department of Geology, supported by information from the 
United States Bureau of Mines and the Tennessee Valley Authority, reports that 
these five counties in the year 1970 accounted for approximately 0 million tons 
of 77% of Tennessee's coal production. Not less tlian 000,000,000 tons of recov- 
erable coal reserves remain in the land of tbese live counties. This coal wealth 
is controlled by a few large coal companies and landowners with four companies 
1 owning more than 66,000 acres each. These few largo landowners control almost 

all of tlie land witliin tlio coal fields in these counties. Of the 1,480,100 acres 
whicli constitute the area in these five counties, 604,440 are owned by large land 
companies. Out of a total property valuation of approximately $400,000,000, these 
companies which own over 33-1/3% of the land make up less tlian 4% of tlie 
assessment figure becaii.se the coal interest Is not being valued in the assessments 
as required by law. Most of the companies are not local, and as a result of the 
failure to assess and tax this coal wealth in any form whatever at the local or 
state level the economic benefits of the coal accrue primarily to large outside in- 
terests with little benefit to the local population. Six inllllon tons a year are 
being trucked or shipped by rail out of these counties which are getting notliing 
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in return for giving up their resources. The small landowner, fanner, homeowner 
and busiiiessnian, who can least iilTord to pay, has to pay more because the large 
iandowner who controls most of the wealth in the counties is not paying. 

5. IMie state reassessment and reappraisal program initiated by the Tennessee 
General Assembly in 1007 vests supervision of the program in the State Board 
of Kquaiization and the Division of Property Assessments under its control 
under Tennessee Code §C7-1<0G, providing for technical assistance contracts 
wltii reappraisal experts, and §§07-242, 0<“C06 and 07-822 providing for the 
duties of the iState Board of Ecpialization under tlie reappraisal and reassess- 
ment program ; and the State Board of Equalization is required to see that coal 
innds and niiiierul interests arc properly valued and assessed. The reappraisal 
contracts entered into by the live counties aforesaid under tiie direction of tlie 
State Board of Equalization, liowever, not only do not provide for the appraisal 
and assessment of coal iuterests but specifically exclude the reappraisal and 
assessment of sucli interests. This special treatment of coal wealth and mining 
e(]uipinent violates the equal protection and due process ciaiises of the federal 
constitution, the uniformity requirement of the Tennessee constitution and nu- 
merous Teniie.ssee statutes requiring uniform property tax assessment and § 07- 
006(5) specifically requiring the assessment of minerals including coal. More- 
over, under Tennessee Code § 07-242 the Sate Board of Equalization is required 
to provide oflicial assessment manuals to local tax assessors for determining as- 
sessments of particular classes and parcels of property. Such manuals do not, 
iiowever, give directions and specify procedures for the valuation of mineral in- 
terests including coal and mining equipment in the counties aforesaid, and valu- 
ation procedures relating to coal have not been observed by local tax assessors. In 
addition no agency of state or local government has made use of tlie professional 
assistance of tlie Chief Mine Inspector of the State and the State Geologist in 
valuing coal wealth and mining equipment as provided in § 67-007 of the Ten- 
nessee Code, a necessary step for properly determining the location and value of 
coni reserves and developing a fair method of asses.sment. 

6. In summary it is the petitioners* position that it is the duty of the State 
Board of Equalization under Tennessee Code § 07-822 and other sections here- 
tofore cited to direct the equalization of values of property throughout the state 
and require the proper assessment of coal wealth and mining equipment. Peti- 
tioners recognize that devising a fair procedure for assessing the values is a 
difficult task and that any formula must take into account (1) the fact that 
the coal industry performs a vital and necessary function in our society and is 
entitled to a fair return on its investment, (2) placing an unreasonable tax 
burden on the industry will be detrimental to the interests of coal miners and 
other employees In the area, and (3) the fact that ecological factors must be 
considered, so that hasty extr'^ctlon hy strip mining of coal will not be further 
encouragetl. These considerations do not, however, provide an argument that 
coal values should not be assessed and taxed at all or only at an unreasonably 
low rate, as is presently the case; and it is the State Equalization Board’s duty 
now to undertake to correct pre.sent inequities in the tax structure relating to 
coal. The failure to exercise such duly will perpetuate the existing unjust situa- 
tion in these counties where petitioners and others least able to pay bear an 
unreasonable tax burden and will violate the federal and state constituitons and 
state statutes, cited above, which require equal and uniform tax valuation and 
the assessment of coal wealth and mining equipment. 

Wherefore, petitioners seek the following relief : 

1. That the Governor, as Chairman of the State Board of Equalization, con- 
vene a special session pursuant to Tennessee Code 8 07-202 or at a regular session 
not Inter Ihan October 15, 1971. .set this petition for hearing for the purpose of 
ennbling complainants to prove their allegations. 

2. That the State Board of Equalization order and eifectuatc the valuation 
and as.'jessment of coal reserves and mining equipment in the above mentioned 
counties on the same basis and at the same ratio of fair market value as other 
property is assessed. 

.3. That the State Board of EqunHzation and the Division of Property Asse.ss- 
inents under its Jurisdiction provide assistance, manpower and guidance to 
county tax asse.ssors and county hoards of eounlizntion to carry out mineral 
and mining equipment valuation as afore.said and provide specific direction in 
manuais written for such local officials as to the method and techniques of 
valuing such assets. 
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4. Tlint tlie State lUmrd of Equnlizntloii call upon tlie State Department of 
Geology ami tlie Clilef Mine Inspector to assist to tlie end that sucli value of 
sucli iiiliieral Interest be accnratoly assessed. 

Gullett, Steele, Sanfouu, 

Robins &Meuritt, 

Gilbert S. JMerritt, 

Attorneys for Petitioncn. 

Approved by petltloiiei’s : 

Mr. Fred Jones, Mr. Doyle Burns, Mrs. Doyle Burns, Miss Marie 
Clrlllo, Mrs. Verde Norton, Mr. Millard Ridenour, Mr. James S. 
Ilatniaker, Mr. Clarence Ilaekler, Mr. J. W. Bradley, Mr. Ronnie 
II. Beck, Mr. Bill E. Clirlstoplier, Mr. Sliernian Fetternmn, Mr. 
Cedrle Jurgen.s. 

Certificate ok SKUvicij 

T certify tliat tills petition and 10 copies tliereof liave been delivered and filed 
tlii.s lOtli day of September, 1071, wltli tlie ofllce of tlie Comptroller of tlie State 
of Tennessee, wlio act.s as tlie Executive Secretary |of tlie State Board of Equali- 
zation and agent for tlie .service of administrative docuinent.s and process. 

I Gilbert S. Merritt. 

Citizens from Teiinessee’.s five largest coal-prodiiclng counties today filed a com- 
plaint wltli tlie State Board of E(iuallzatlon clmrgfhg tliat local tax assessors and 
tlie State Board of E(iuallzatIoii now directed hy Mr. Freeley Cook, have violated 
(lie requirements of .state law, tlie Temie.ssec state Constitution, and tlie United 
States Constitution, by falling to tax tlie vast coal resources In these counties. 
As a re.sult, the citizens charged In their complaint, their counties are losing sev- 
eral hundred thousand dollars yearly hi property tax revenues, a significant loss 
of needed revenues for these rural Tennessee counties. Furthermore, the citizens 
said, the small, nommiiieral owner has been forijed to bear an unfair burden for 
local .services like education and health care because the mineral holders are not 
paying their fair share of taxes on the coal wealth which they control. 

; The complaint filed by these citizens today represents one of the most signifi- 
cant recent citizen challenges to the large mining interests that have exploited 
the resources of the Appalachian region of the U.S. for years, leaving behind 
ruined lands and widespread poverty. It conies at a time when coal field owners in 
the Appalachian region are making extraordinary profits from mining activities, 
and when coal production. Including extensive strip mining, is at an all-time high. 

The complainants, all residents of the Appalachian areas of Anderson, Camp- 
bell, Claiborne, Morgan, and Scott counties in Tennessee, Include two young 
miners recently fired for signing UMW union cards, several working men em- 
ployed in Oak Rldge plant.s, a former county weight inspector who quit his job 
in protest against the failure to prosecute overweight coal trucks, a local college 
student, a community worker, and several local women. The citizens call upon 
Tennessee Governor Winfield Dunn as chairman of the State Board of Equaliza- 
tion to set a date before October IH for a bearing on their complaint and to take 
appropriate action to make sure minerals are taxed as required by law. 

The five counties in which these citizens reside accounted for approximately 
0 million tons of coal, or 77 percent of Tennessee’s total coal production, in 1070. 
Nevertheless, these counties are among the poorest in the Nation, with per capita 
incomeslessthanhalf the United States average. 

One important reason for the local poverty, the citizens pointed out, is that 
vlrtunlly nil of tlie coni wealth Is controlled by a few, large, outside corporo- 
tions whicli rcop liondsome profits on royalties from coal operations, yet escape 
local taxation. In violation of state law, because the coal has not been assessed 
ns part of property value. Although these large companies own over percent 
of the land area of these live counties, they accounted for less than 4 percent or 

the Dronertv tax revenue in 1070. . . , , 

One example of hoW this works is provided by^e American Assoclnt^ 
Britlsh-hnsed corporation that owns more than 44,000 acres of ricl^ conl-benring 
property in the coni field of Clnihorne County. Although the American Associa- 
tion earns nn average of .$4,500 n week (or $234,000 n year) in royalties from 
only one of the mines bn Its Clnihorne Coimty Imul, its property is vnliied at only 
.$20-25 per acre, the same value used for unused wood land iu the county, nna 
less than Vi the value used for farm land. 
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The following is n list of the Inrge Iniid ow^ners thnt control the coni fields In 
these five comities yet escape tnxntlon ; 

Coni Creek Mining nnd Maimfnctiirlng Company, along with Its nfflllntes Poplar 
Creek Coni nml Iron Conipnny nnd Winters Gnp Coal Company owns Q4, 199 acres 
In Anderson, Campbell, Morgan, and Scott Comities. The company Is controlled 
bv 105 shareholders throughout the United States, 

‘Tennessee Land nnd Mining Coiiipaiiy, a family trust, managed by E. L. Spet- 
iiagel of New I^restoii, Connecticut owns 50,040 acres In Anderson, Campbell, 
Morgan, nnd Scott Counties. 

Koppers Company, n miiltlmllllon dollar Pittsburgh Corporation, controls 50,- 
771 acres hi Campbell nnd Scott Counties. Tennessee Valley Authority owns the 
mineral rights beneath. , , ^ 

American Association, a British limited corporation owned by the London For- 
eign and Colonial Securities, Limited owns 50,601 acres hi Claiborne and Camp- 
bell Counties. 

Ford, Faust, nnd Cheely, a family trust of Knoxville, Tennessee owns 37,206 
acres In Morgan and Scott Comities. 

Payne-Baker lands, managed by U.S. Senator Howard Baker, whose mother 
owns one-iiliith interest. The rest Is owned by the Paynes of Pennsylvania, rela- 
tives of Mrs. Baker. Together tliqy own 37,206 acres In Morgan and Scott 



Counties. x.. i. , i. i 

Steams Coal and Lumber, owned by n family from Stearns, Kentucky retains 

26,390 acres In Scott County. 

Francis Brothers, the only locally owner land among the largest company hold- 
ings Is owned by n family In LnFollette, Tennessee. They own 28,676 acres in 

Campbell County. , . 

Blue Diamond Coal Company which has been a coal owimr and operator for 
many years throughout Appalachia Is headquartered hi Knoxville, and owns 
20,131 acres In Campbell, Claiborne, and Scott County. 

Other iiiajor land of the area owners include Consolidation Coal, a sub- 
sidiary of Continental Oil, and Hlwassee Land Company, a subsidiary of Lon- 
don’s Bowater Paper Company. These landowners own over Vi of the mineral 
wealth of the five county area, and accounted for 80% the land scheduled for 



strip mining since the spring of 1970. i 

All of the companies enjoy ample returns on their coal properties in these 
counties, yet the coal In these lands Is In no way being taxed. Tennessee does 
not have a sever ence tax, by state law does require tacclng minerals as part of 
property value. However, the complaint pointed out, local assessors and the 
State Equalization Board have failed to comply with the law and have systemat- 
ically excluded minerals from property value for tax purposes. As a result, the 



complaint arc^ues : . 

Six million ions a year are being trucked or shipped by rail out of these ci- 
ties which are getting nothing in return for giving up their resources. The 
small landowner, farmer, homeowner, and businessman, who can least afford to 
pay, has to pay more because the large landowner who controls most of the 

wealth In the counties is not paying. • . t 

According to a conservative estimate, using present tax rates and establishea 
methods for coal valuation, the failure to assess the coal reserves in these five 
counties resulted in a revenue loss of approximately $360,000 in 1970 alone. Since 
not less than 660 million tons of recoverable coal reserves remain in the land 
of these counties, this loss of revenue will continue in the future unless coal is 

Included ill the tax base as required by law. ^ ^ t 

In addition, the citizens charged, several millions of dollars worth of mining 
equipment has been appraised only nominally, or not at all, depriving local 
governments of additional revenues In violation of the law. 

The complaint was based on extensive research conducted during the Slim- 
mer of 1971 bv three Vanderbilt University students with the assistance of a 
Vanderbilt professor. It was filed on behalf of the East Tenn^^see citizens by ttieir 
attorney, Mr. Gilbert Merritt, of the Nashville law firm of Gullett, Steele, Stan- 
ford, Robinson, and Merritt. 

More specifically, the complainants maintain, the failure to appraise minerals 

is in violation of : ^ 1 . 11 . i.i 

Due process and eniial protection clau.ses of the Federal Constitution. 

Tlie Tennessee Constitution, F Article 2 § 28 and 29] which requires the taxa- 
tion of all real property ‘‘according to Its value.** 
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And Tennessee statutes [Tennessee Cedes §§67-605, 67-606(6) and 67-607] 
requiring county tax assessors and the State Board of Equalization to assess 
mineral interests. 

In 1067, tlie Tennessee General Assembly made provisions for a reappraisal of 
‘‘all ^eal property” in the state and vested responsibility for thi.s reassessment in 
the hands of tlie State Board of Equalization and its Division of Property 
Assessment. 

However, tiic citizens* complaint and supporting research point out tliat des- 
pite the intent and letter of the law, the State Board of Equalization failed to 
carry out its responsibilities in several ways: 

1. In contracts entered into witli tlie counties under the direction of tlie State 
Board, the appraisal companies were not instructed to appraise mineral value — 
in fact, tiie contracts specifically excluded sucli mineral value. 

2. Although Tennessee law (Sections 67-607 of the Tennessee Code) instructs 
tiie Board of Equalization to make use of tlie professional advice of the Cliief 
Aline Inspector and the State Geologist in assessing minerals, the Board lias 
failed to avail itself of tliese services— in fact, Mr. Freeley Cook, Executive Sec- 
retary of the State Board is quoted as saying ‘‘You mean that law is still on the 
l)Ooks?” 

3. Aitiiougli tlie Board of Equalization is required by law (Section 67-242) to 
provide official assessment manuals to local tax assessors, tlie manuals have 
failed to give directions for valuation of mineral property— or, if directions have 
iieen given, tliey liave not been observed by local tax assessors in tlie valuation 
of coal. 

4. As a result, tlie counties liave lost an immense amoxmt of mucli-needed reve- 
nue while primarily outside landholders generously benefit. 

To correc^: this situation, the citizens called upon Governor Winfield Dunn and 
the State Buanlof Equalization to : 

1. Set a date liefore October 15, 1971 for a hearing on their complaint. 

2. Provide for the valuation and assessment of coal reserves and mining equip- 
ment so tiiat the coal owners and mining companies will liear tlieir fair share 
of tiie property tax burden in eacli county, 

3. Call upon the State Department of Geology and tlie Chief Mine Inspector to 
assist to the end that the value of mineral interests may be accurately as.sessed. 

4. And, make provision for assistance to local assessors in valuing iniiierals 
in the future. 

As one of tiie complainants said, “Aly granddaddy paid the taxes and tliose com- 
panies sliould liave paid, my daddy paid tliem, and now I*m paying. But, now 
we*re going to start clianging tilings.** 



Appendix I 

Contracts : 

For information: 

,Tohii Oaventa, 015-322-4614 or 015-424-0832. 
Ellen Ormond, 015-322-7805. 

Professor Lester Salainon, 615-322-2401. 



COMPLAINANTS 



Name : 

Anderson County : 

Mr. Fred Jones, Briceville, Tenn 

Canipbell County : 

Mr. & Mrs. Doyle Burns, White Oak, 
Tenn. 



Occupation 

Machinist. 

Supt., Machine Shop & Machine 
Operator, 



Mis.s Aiarle Cirillo, Ciairfleld, Teiiii.. 

Airs. Vercie Norton, Duff, Tenn 

Mr, Millard Ridenour, White Oak, 
Tenn. 

Ciairborne County : 

Air, James S. Hatmaker, Eagan, 
Tenn. 

Mr, Clarence Hackler, Clairneid, 
Tenn. 



Community Development, 
Textile. 

Aliner, retired. 



Equipment Operator. 
Truck Driver. 
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Name: 

Morgan County : 

Mr. J. W. Bradley, Petros, Teiiii 

Mr. Ronnie H. Beck, Coalfield. Tenii- 
Mr. Bill B. Christopher, Petros, 
Tenn. 

Scott County : 

Mr. Sherman Fetterinaii, Oneida, 
Tenn. 

Mr. Cedric Jurgens, Oneida, Tenn,^ 



Occupation 
Electrician. 
Instrument Mechanic. 
Instrument Mechanic. 



College Student. 

Retired Marine Officer. . 



RESOUROE PERSONNEL 

The research and organization was done in the summer of 1971 for the Vander- 
bilt Student Health Coalition by : 

John OaventOy recent Vanderbilt graduate to be attending Balllol College, 
Oxford, beginning October 1 on a Rhodes scholarship. 

EUcn Ormondj junior philosophy major ; Vanderbilt University. 

Boh Thompson^ recent Vanderbilt graduate beginning at University of Virginia 
Law School this fall. 

Professor Lcstcr Salamon of the Vanderbilt Political Science Department ad- 
vised on the research and writing. 

Hclvny Cook, a Sarah Lawrence College student, will remain in the five-county 
region doing follow-up work. Contact at 01u-424-0R32. 

0. Mr. Gilbert S. INIerritt of the Nashville law firm of Gullett, Steele, Sanford, 
Robinson and Merritt is serving as lawyer for the complaintants. He is a former 
United States District Attorney for Middle Tennessee. 



STATE OFFICIALS 

1. Mr. Freely Cook, Executive Secretary, State Board of Equalization, Nash- 
ville, Tennessee. 

2. Mr. William Snodgrass, Comptroller, State of Tennessee, Tennessee. 

LOCAL OFFICIALS 

1. Mr. Carl Irwin, Tax Assessor, Anderson County. 

2. Mr. J. P. Ayers, Tax Assessor, Campbell County. 

3. Mr. John Greer, Tax A.ssessor, Claiborne County. 

4. Mr. Dudley Freels, Tax Assessor, Morgan County. 

5. Mr. Frank Phillips, Tax Assessor, Scott County. 

“company*’ representative 

1. Coal Creek Mining & Mfg. Co. : Warren Hayden, Bank of Knoxville Building, 
Knoxville, Tenn. 

2. Tennessee Land & Mining Co.: B. L. Spetnagle, New Preston, Connecticut. 

3. Koppers Co., Inc. : Parker W. Finney ; Manager of Real Estate Service ; 
Pittsburgh, Pennsylvania. 

4. American Association : A1 B. Funk, Agent, Middlesboro, Ky. 

5. Ford, Faust & Chuly: Hugh Faust, Hamilton Bank Building, Knoxville^ 
Tennessee. 

6. Payne and Baker : Senator Howard Baker, Huntsville, Tenn. 

7. Stearns Coal & Lumber Co. : Baker, Worthington, Crossley and Stansberry, 
Attorneys, Knoxville, Tenn. 

8. Francis Brothers : J. P. Van Huss, Lafollette, Tenn., agent. 

0. Blue Diamond Coal Co., Robert Watson, VP for Operntiono, 0305 Kingston 
Pike, Knoxville, Tenn. 

Appendix II 



COUNTY DESCRimON 

The five counties are located north and northwest of Knoxville, Tennessee, in 
the mountains and foothills of Appalachia. In one sense, they are a “forgotten 
area” of Appalachia, having received far less national attention than their Ken- 
tucky, West Virginia and Pennsylvania counterparts. 

Only part of each county is within the mountainous coal region and even within 
the county these areas often receive less than their full share of services. 
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The per capita incomes of four of the counties are among the 20 lowest in tlie 
state, well below Tennessee's average of ?2038 : 



Morgan County, 7tli lowest 

Claiborne County, 10th lowest 

Scott County, 15th lowest 

Cnuipbell County, 20th lowest. 



$982 
1,030 
1, 091 
1, 355 



Anderson County^s $2,479 per capita income is higli only because of Oak Ridge 
and it seems safe to say that tlie northwestern mountainous part of the county is 
much more closely kin to the otlier counties than to Oak Ridge. 



APPENDIX HI 

SUMMARY OF COMPANY OWNERSHIP AND PERCENTAGE OF TAXES 



County 


Total acreage 


Company acreage 
as percentage 
of totat 1 


Total property 
appraisal (1970) 


Company appraisal 
as percentage of 
total (1970) 


Anderson 


214,400 


30 


211,097,990 
65, 226, 670 
50, 272,000 
37,373,620 
34,963,950 


1.05 
7.33 
2.38 
6.45 

10.5 


Campbell 

Claiborne 

Morgan 

Scott 


288,640 

284,160 

344,960 

348, 160 


43 

17 

38 

41 


Total 


1,480,160 


34 


398.680, 272 


3.6 


> Most of the company land is In the coal field, and SOpeicentol the coal field Is owned by 9 companies. 




APPENDIX IV 








COAL RESERVES AND PRODUCTION 








Recoverable reserves of the 5-county area 






Measured 


Indicated 


Inferred 


Total 


Anderson 


44,734,000 


43.876,000 


38,138,000 

135. 435.000 

49.961.000 

40.094. 000 

29. 233.000 


128.748.000 

288.622.000 

80.767.000 

84.641.000 

79.750.000 


Campbell 

Claiborne 

Morgan 

Scott 


62,089,000 

15,642,000 

18,732,000 

25,156,000 


93. 098. 000 

15.234.000 
18,732,800 

25.361.000 










662, 528,000 



Prom "Coal Reserves of Tennessee, 1959," State Division of Geology; re- 
peatedly this report maintained that "It should be empliasized that the estimates 
in this report should be considered as tlie minimum known recoveraole reserves 
in Tennessee in 1959." 

Production of the flve-oounty area, 1970 ^ Tons 

1, 732, 557 

^ 

- ^ ^ 

246 





ijotal - 6,187,998 

^Department of Labor report. 



Anderson 
Campbell 
Claiborne 
Morgan - 
Scott 



COAL RESERVES AND PRODUCTION 

An ns yet nnpubllslied report of the Tennessee Department of Geology entitled 
“Strlppable Reserves of the Northern Plateau Aren of Tennessee ’ gives this 
projection for coal production in the flve-county nren (based on GNP, U.S. 

population and Industrial population) : , oo nn nrin. 

By 1085 annual coal production Is expected to reach 8.8 million tons with 
strip-mined coal contributing 2.0 million tons. By the year 2000 total annual 
production will have reached between 15.0 and 20.3 million tons and strip-mined 
coal between 5.3 and 6.8 million tons. At these rates of production, the available 
supply of strip-mined coal should last 00 years. 




n 
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APPENDIX V 

COMPANY LANDHOLDERS BY COUNTY AND APPRAISED VALUES 



Company 


Acreage 


1970 

appraisal 


Value per 
acre 


Anderson County (100 percent appraisal): 

Coal Creek Mining & Mfg 

T jnnessee Land & Mining Co 

Poplar Creek Mining & Mfg. (same owners as Coal Creek) 

Consolidation Coal 


34,033 

21,428 

6,759 

1,420.5 


1,295,280 
607,670 
207, 770 
42, 620 


W7 

32 

31 

30 


Total 


63,690.5 


2,153,340 


34 


Campbell County (100 percent appraisal): 

koppers Co.. 

Coal Creek Mining & Mfg 

Tennessee Land & Mining Co 

AmRriran Association ...... 


49,400 
23,676 
11, 170 
6,637 


1,500, 000 
730, 075 
449, 000 
393,550 


30 

31 
40 
59 


Lindsay Land Co 


4,033 


264,380 


65 


Elk Valiev Coal 


3,633 


91,000 


25 


Wpclhmirna Land Co .. . 


2,982 


116,000 


54 


Clear Fork Coal Co 

Blue Diamond Coal Co. 


2,249 

2,200 


59, 400 
120,425 


26 

59 


Canyon Enterprises 

Consolidation Coal. 


1,128 

813 


14,050 
91, 150 


11 

no 


Nnrthii mhprianri Co .. ...................... - . 


691 


35,975 


52 


Hiwasee Land Co 


667 


33, 100 


50 


Total 


122,927 


4, 774, 405 


39 


Claiborne County (100 percent appraisal): 

American Association. 


45,331 


1,133,290 


25 


Clear Fork Mining Co 

Harris Rranrh Coal Co 


590 

180 


29,400 . 
6, 000 


50 

• • 32. 


Blue Diamond Coal Co 

Hiwasee Land Co. 


145 

1,537 


2, 000 
32, 000 


14 

21 



Total 47, 783 1,202,690 25 



Morgan County (30 percent appraisal): 

Coal Creek Mining & Mfg 

Poplar Creek Mining & Mfg.. 


6,416 

2, 437 


64,687 
29, 560 


30 

36 


Winters Gap Coal Co. 


37, 702 

1,372 


369, 216 
22, 407 


29 

48 


Tennessee Land & Mining 

Plateau Properties 

Walls Properties 


295 

2 12, 040 

2,048 


2,450 
a 129, 162 
18, 497 


25 

32 

27 


Hlwasen Land Co - i..... 


4,650 


43,284 


28 


Pauna £ DaLar 


1,162 . 






Travelers Insurance 


2,913 


26, 390 


39 


Northumberland Corp 


627 


7,524 


36 



Plus Stale land 52, 017 

Total 126, 609 



cott Country (the reappraisal program has not been completed) (3 Oper- 
cent appraisal): 

Payne & Baker - - 


35,935 


324, 315 


27 


Stearns Coal & lumber 

Blue Diamond Coal Co 


26,390 

19,177 


243, 280 
173, 165 


28 

27 

27 

13 

26 

27 

28 


Tenn essee Land & Mining..... 


17, 941 


161,460 


G, Cl Pemberton - 


7,864 


34,030 


Ri(/Rrnintt Ff.rms . 


7,587 


68, 275 


Kyanit j U'l/.l.u Corp 


5,000 
3, 257 


45,000 


Russell Land Co...................... - 


30,450 


North eriand Corp. 


2,612 


23, 510 


27 

27 

27 

27 

27 

26 

26 

27 

27 

27 

67 

36 

136 

27 

35 


Oneida Wood Co 


2,602 


23, 610 


Rugby Land Co.. 


2,499 


22, 490 


Swain Lumber Co. 


2, 284 


18, 043 


Go* Ray Realty Co. 


2, 273 


20,455 


Ford, Faust & Choely 


1,504 


13, 535 


KoDoers Co 


1,371 


12, 335 


Tennessee Wesleyan College 

Bowater PaperCo 


1,266 
V 1, 204 


11,395 
10, 835 


Elk Valley Coal & iron .i. 


1,047 


9, 510 


Plateau Land Co - 


1,055 


23,440 


Maarinw Brook Farms ... ....................... .............. 


900 


10, 750 




541 


24,690 


University of Tennessee.. 


300 


2, 700 




101 


1,200 


Total ^ 


142,459 


1,401,323 


30 




» The value reflects valuation of any Improvements and farm land as well as the woodland. 
>4,829 minerals. 

> 6,283 minerals. 
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the effect of higher PRODUCTION! TAXES OX THE MINNESOTA 

TACONITE INDUSTRY; 

(By Willian V. Morris, Manager, Metals Economics, Stanford Research Institute) 
Prepared for : Nemo, Inc. (N.E. Minnesota Organization for Economic Educa- 
“ uidSTgrantTrom the Jeno F. Paulucci Foundation, Duluth, Minn. 



IRON OBE TAXES IN MINNESOTA 

As Figure 1 shows, the production volume of Iron ore In Minnesota has Plum- 
meted slJce the mid-1950s. The decline Is expected to persist, and U Is doubtful 
that the nrevlous peak in total iron ore production will be ^ualed in the next 
two (lecader a"h^ the extent of economic reserves of naturo iron ore 

nrndiicts is not known only a few companies can now profitably mine the re- 
fi?g reserves Durm production is likely to reach very ow levels 

or cease altogether. Thus, the emphasis in this study is on taconlte and its future. 

This studv is not concerned with state and local sales taxes and state and local 
taS on Sds and buSgs (which are paid by producers of natural irou ore 
products). Natural iron ore Is subject to ad valorem, ^ I g/. 

taxes. Taconlte is subject to production, occupation, 

Hsp taxes although only two of the six producers pay railroad and excise taxes 
S S,”pXer w-s no mwlB tn.. Tl.e i«paol «' 

Hnn on tlip related state and local tax revenues delineated abo\e has been severe, 
is shown in Fi^ the existing tax structure, re^'enues will continue 

to decline. Tax revenues from the production of mlUlon’^^^^^^ 

total state and local Iron ore tax revenues above the $20 million to mmion 

per year level by 1990. A key factor Is that state and local taxes per ton of natural 

iron products produced are approximately three times as 

taconlte A description of the tax structure appears in the body of the r^PO^t, 

but for purposes of this section of findings and conclusions it Is important to 

"”in*^197^^*th^*tac’onite industry will probably pay taxes of about $0.33 cents per 

‘"The taSrpTod^^^^^^ account for about $4.4 million In tax revenues 

or $0.13 per ton. This is the tax that has the potential to affect future taconite 
production volume and tax revenues to an im^rtant d^ree. 

At present the taconite. production tax is widely distributed. Pcccut 

Taconite property tax relief fund — — r — ® 

Schools : : ' ‘ ””” 5 

Counties — — — ” 5 

Municipalities — — — — — - 

State general revenue fund — —7-: — 

^ - mo 

Total — ^ ; ^ — — ^ 

Exactly how revenues might be distributed by the legislature 
increase in the taconite production tax rate is not known to the Institute. 

The Existina Tax Burdeii on Taconite Is Not on o Comparative 

AJcofdlnrto i^^^^^ study team, totaU^tate and local 

taxes paid per ton of taconlte produced are generally roniparable to t»xes paid 
Sw grade iroTore in other states. On the basis of the mine value, total taxes 
per ton^of taconlte are lower.than on several minerals produced hi m 

other states Over the years various legislative commissions on taxation o£ 

Iron ore have analyzed comparative tax information without being able to ^eter- 
Se wha^L equitable tax rate would be of 

equitableness aside, however. It Is possible to ^ t?x rates 

total taconlte production tax revenues that 
The Range of PossiUe Production Tax Revenues %n the 1971 to 1-)J0 renoa.is 

^^The potential range of total tax revenues on all iron ore 

period Is Illustrated by the shaded area in Figure 3. Factors on which the Illus- 
tration Is based are summarized below. „„fnrnl 5rnn orp 

For all taconite production rates, tax revenues relattag to natural iron ore 
proSets were held constant at $103 million dollars (100 million tons at $1.03 
per ton) during the 1971-90 period. 
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FIGURE 1 MINNESOTA IRON ORE SHIPMENTS 



The production volume of taconite probably would not be sensitive to taconite 
production tax rate increases of $0.25 to $0.50 per ton. The production volume 
would then be as projected — about 1 billion tons during the 1971-90 period. Tax 
revenues from taconite production would increase from $299 million with no tax 
rate .increase,* to $531 million with a $0.25 per ton increase, to $778 million 
with a $0.50 per ton increase. Since there is a possibility that a $0.50 increase 
could lead, to a cessation of industry expansion, the related tax revenues of 
$718 million are shown ($615 million for taconite plus $103 million for natural 
iron ore products). 

The production volume of taconite might be sensitive to a tax increase of 
$0.75 per ton, and if no increase in production volume occurred beyond the early 
1970s, total iron ore taxes coiild still total about $909 million during the 1971-90 
period ($800 million for taconite plus $103 million for natural iron ore products). 
However, if tax rates were raised by significant increments in Canada or other 
countries, the taconite industry might still expand in line with the basic pro- 
jection. In this case total iron' ore tax revenues would total about $1,121 million 
during the 1971-90 period ($1,018 million for taconite plus $103 million for 
natural iron ore products). 

The production volume of taconite almost certainly would not be expanded 
if the tax rate were increased by $1.00 per ton. On the other hand, production 



•There is a minor adjustment for Increases in the wholesale price index included In the 
present law.^ Production tax rate Increases referred to In this report are over and above 
the price index adjustment. 



291 
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FIGURE 2 MINNESOTA IRON ORE TAX REVENUES 

[nieht conceivably remain at about 40 million tons annually* since 
oreferable to keep a taconite plant open rather than invest in an 
Lurce However, the $992 million in taconite tax revenues from 40 ^n® 

of annual production to 1990 probably represents the upper 

Tbe shape of the tax revenue “envelope” in Figure 3 can be 
less as the potential tax rate increase approaches and passes the $0.76 Per ton 
point. Not only could taxes increase elsewhere but also the 
could deteriorate abroad to the extent that the relatively lower risk in taconite 
plant investment might offset the higher costs occasioned by tax increases in 
Minnesota. On the other hand, the lever of taconite production could ^ceivably 
be cut back well below 40 million tons a year if one or more plants became un- 
economic to operate because of costs of solving pollution problems. 

The response of the taconite and steel industries to possible increases in tax 
rates should be related to the profitability of taconite Plants. J^lle the average 
new taconite plants probably generates an imputed profit of 1%-S% annually on 
total assets (well above the comparable rate for the steel industry as a whole), 
the two probably generate only 6% on total as^ts. 

A SOW wr ton Increase in' taxes on taconite would reduce the imput^ profit on 
bn the newer plants and 3% on the older plants the latter 
bSng well telowthe results of the steel industry (averaging years of rela^ 
good : and disappointing performance) . The steel companies could not justlfj 

•Industry Capacity shouid reach 40 million tons per year as the result of Mlnntac’s 
program to add 6 million tons of capacity by 1972. 



r» 
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FIGURE 3 RANGE OF TOTAL IRON ORE TAX REVENUES THAT pOULD 

RESULT FROM INCREASED TACONITE PRODUCTION TAX RATES 
AND RELATED LEVELS OF TACONITE OUTPUT— 1971-90 TOTAL 

a large increase in steel prices if taconite taxes were raised substantially and if 
the cost of higher taxes had to come out of profits. However, the independent 
mining companies might be able to raise prices on the small volume of taconite 
in which they have an interest 

TACONITE PRODUCTION VOLUME WILL AFFECT WAGES AND SALARIES 

Tlie sensitivity of taconite production and total' tax revenues to tax rate 
increases of more than $0.60 per, ton is difllcult to judge. With a $0.50 per ton 
Increase, there is a good chance that expanded taconite output would yield about 
$778 million in revenues during the 1971-90 period (excluding revenue from 
natural iron ore products). With a $0.75 per ton increase and essentially level 
output, total revenue from taconite might be $806 million, only 3.6% greater. 
II could also be argued that if the response to any significantly higher tax rate 
is likely to result in level output, the rate Increase might just as well be high 
enough to maximize revenue. However, there are other considerations relating to 
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the volume of taconite production— employment and personal income. If taconite 
production remains essentially level, wages and salaries of all employees directly 
engaged in the iron ore industry might total about $3 billion in the 1071-90 
period. If the total output of natural iron ore products and taconite changes in 
line with the study projections, wages and salaries could total $3.8 billion in the 
period. There would also be a multiplier effect on indirect employment and in- 
come. However, tlie optimum benefit to northeast Minnesota and the State as a 
whole of various rates of increase in taxes and personal income is beyond the 
scope of this study. 



THE MAINE PULP AND PAPER INDUSTRY : STUDY REPORT NO. 1 

Timber Taxation in the Company State — ^By Mark Willis and Spencer With 

Help From Neal Stillman 



The 10 largest paper companies in Maine own about one-third of the state. 
They purchase much of the timber grown in the remaining ten million acres of 
forests. In the woods and in the mills the industry provides more than 25,000 jobs 
and it produces 25% of the state’s manufactured product. According to Commis- 
sioner George of the Maine Employment Security Commission, the industry and 
its supporting services account for as much as 40% of the state economy. 

As Maine’s largest industry, it is apparent that the paper industry is in a posi- 
tion to have a considerable impact on the public policy of the state. It is the pur- 
pose of this study to explore the nature of this impact in matters relating to air 
pollution, water pollution, land use, labor and taxation. 

The study was begun by a team of students from the University of Maine Law 
School, Columbia Law School, Harvard Law School, and WeUesley College. 
Since the summer of 1970, their efforts have been supplemented by those of a 

number of volunteers. ^ ^ ^ , 

The work w'as made possible through the financial support of Ralph Nader s 
Center for Study of Responsive Law, the Maine State Biologists Association, and 
a large number of private contributors. The results of the study will be released 
during 1971 in a series of separate reports. 

Report No. 1, Timber Taxation in the Company State, was written by Mark 
Willis and Richard Spencer with help from Neal Stillman. It is released here in 
a preliminary form. It has not been edited or revised by Ralph Nader or the Cen- 
ter. Responsibility for the findings and conclusions rests entirely with the authors. 



rr\\ck norkAr pnmnfiTilps own outrlffht more than a third of the land area of Maine. 



Preface 



Summary 

PART I — THE UNDERVALUATION OF THE TIMBEBLAND 




year. 
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The assessing of timberlnnd has been contracted out to the James W. Sewall 
Company in Old Town since 1932. At the same time that this company does the 
assessments for the Stnte, however, it relies on the paper companies ami large 
landowners for much of its other business. The Sewall Company has been deter- 
mining the taxes of its own clients for almost forty j'ears. 

Despite this long-standing conflict of interest, the Iroperty Tax Division has 
never checked the Sewall Company’s w'ork. It does not have a qualified forest 
appraisoi’ on its staff and has had to rely on studies submitted by the Sewall 
(k)inpany to validate its own procedures. These studies have been based on un- 
reliable data and one of them used faulty statistical methods. The failure of the 
State to .supervise the company’s work may be related to the fact that the ^si- 
dent of the Sewall Company is also the Chairman of the Appropriations Com- 
mittee in the legislature. It is this Committee which allocates funds to the 
Bureau of Taxation and other State agencies. 



PXRT II— THF. UNFAIRNESS OF PRESENT TAX POLICIES 

The undervaluation of the timber lands has not only deprived the State of rev- 
enues, it has also created problems of fairness between different classes of tax- 
payers. It appears, for example, that the permanent residents in the unorganized 
teriitory and the prpiJerty owners in the organized portions of each county have 
been forced to i>ay more than their share of the taxes. 

The Sewall Company method of valuation also creates inequities between dif- 
ferent timberland owners. Although the use of a uniform valuation formula cre- 
ate.s the impression that the tax burden is being apportioned fairly, in fact the 
valuations are quite arbitrary. , , ^ 

In addition the tax structure in the unorganized territory imposes a crushing 
tax burden on the permanent residents while the paper companies and large 
landowners have a very light tax burden. The unfairness is magnified by a re- 
gressive State tax credit which provides the least proportional relief to the prop- 
erty owners with the highest tax rates. 

The tax structure has also encouraged the reliance on Canadian woods labor; 
it has retarded the growth of the Maine lumber industry ; and it will distort the 
patterns of future recreational development. 

PART m — ^PRESENT USE TAXATION 

The problems of timber taxation are complicated by the fact that the value of 
the land varies with the use to which it is put. Timberland on a lake, for ex- 
ample, might be worth $50.00 an acre for growing trees and $5,000 an acre for 
recreational development. If the land is taxed at its highest and best use, the 
tax policy often serves as a self-fulfilling prophecy. It becomes necessary to de- 
velop it in order to keep up with the taxes. If the State disregards the recreational 
value, how’ever, the paper companies and large landowners will be able to develop 
one of the States mo.st valuable resources without paying their share of the taxes. 

The solution to this dilemma most commonly proposed in Maine is present use 
taxation w'ith a throwback provision when the use changes. The land would be 
taxed at its value as timberland until it was developed. When the use changed, a 
five year tax penalty would be collected to make up for the taxes which had been 
forgone. 

Although this sounds like a reasonable solution, there are a great many prob- 
lems with it. Present use taxation does not deal with the real cause of execessive 
development which is not high taxes but the promise of corporate profits. It will 
not be workable in the unorganized territory because of the inadequate staff of 
the Property Tax Division and the five year penalty will not make up for the loss 
of revenues during the period of present use taxation. 

Tlie solution to the problem of forced development is not present use taxation, 
but an effective system of land use controls. A State planning agency could es- 
tablish a number of land use categories and the land would have to be taxed at 
its value for the uses which were legally permitted. If the land were zoned as 
timberland, for example, it would be taxed at its valueat that use. 

Althouoh the lantfotoncrs arc strong conservationists when it comes to lowering 
their taxes, their position changes when it comes to land use controls. In the 
104th legislature, the paper industry lobbyists gutted the bill which established 
the Maine Land Use Regulation Commission. In the original bill, the Commission 




was to have zoning authority along all access roads but this was 
roads in the final version of the bill. Since virtually all the ""°e 

i;niiized territory are vrimtely owned, the Commission is now a fraud on the 
nuSlc witl7neU^^ the power nor the funds to protect the wilderness. Without 
Jin effective Commission, present use taxation will prove to 

average ^ small property owner will see his own taxes In- 

crease^ steadily while the paper companies and landowners develop ^e of 
the States most valuable resources without paying their 

out an effective system of land use controls, present use taxation will ^t up the 
State for another niulti-million dollar tax loss in the unorganized territo y. 



PROPERTY TAXES: ARE THEY EQUITABLE? 

Hon Ken Hechler of West Virginia— In the House of Representatives— 

■ Thursday, Dixiember 3, 1970 

Mr. HECHLER of West Virginia, Mr. Speaker, recently a team students 
working in Texas for Ralph Nader issued a report as the result of a study on in 
cauities in property taxes. Inequitable assessment practices exist 
country. These prLtlces are costing the cities, homeowners, and small busi- 
nesses a billion dollars annually. It is important, therefore, ^“t *-h^s study be 
madravailable to the Members and the facts made public in the hope that some 
constructive change will result. 

(The study follows :) 

The Property Tax: A Study of Inequauty op Valuations and Assessments 

IN Texas 

(Copyright 1070 by Richard Mlthoff, Jr.) 

Richard Mlthoff, Jr., Project Director, B.B.A., University of Texas, University 
of Texas School of Law (Second year student; Staff, Texas Law ReiHeio). 
^Sharon L. Feather, B.A., University of Texas (Phi Beta Kappa), University 

of Texas School of Law (First year student). 

William B. Feather, B.A., University of Texas, University of Texas School o 

Tjnw f Second year student ; Staff, Texas Law ^ r 

Louis J. Slrico, B.A., Yale University, University of Texas School of Law 

( Second year student ; Staff, Texas Law Revi^) . ^ .>», Pniinnm 

Kim Quaile Hill, B.A., B.S., Rice University (Candidate for Ph.D. in Political 

Science) - 

PREFACE 

Desnite a periodic vigorous attack and occasional demand for its demise, toe 
property tax today remains the most Important revenue Producing source for 
local governments. In Texas, this ad valorem tax Is required by the constitution 
to be based on the fair market value of real and personal property. But serious 
neglect and abuse in its administration has resulted In the substantial under- 
evaluation of certain classes of property ; when the local taxing districts “erely 
raise the ratio of assessment and tax rate they only worsen the Impact of this 
unequal burden. This report examines the as.sessed valuation of mineral pro^rty 
in the Permian Basin, timber property in East Texas, and commercial and in- 
dustrial property in the Houston area. A comparison of these valuations (at full 
value) w’ith actual fair market values — derived In most cases from actual ^les 
prices or estimates of value from the parties owming or trading the propert.y— 
reveals a significant underevaluatian for taxation purposes. The loser is the 
liomeowning taxpayer, sharing more and more of the burden but receiving less 
in public services. It is the hope of the members of this project that the resuUs 
of the study will accelerate reform of the property tax in Texas, and that toe 
study itself may serve as a model for b.^nilar studies throughout the United 

States. U W M. 



November 2, 1970. 
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Oil and Gas Property : Ector Oouxty, 

AN INTRODUCTION TO SOME PROBLEMS OF VALUATION AND ASSESSMENT 

/. Property subject to taxation^ tax assessor-coUcctors, and independent 

appraisal firms 

Statutory provisions regarding the property subject to taxation are clear: 

“AH property, real, iiersoual or mixed, except as may l>e hereinafter expressly 
exempted, is subject to taxation, and the same sliall lie rendered and listed as 
lierein prescribed.” ' 

That a niiiioral interest, wliether working interest or royalty, i.s dclined ii.s 
“real property” for puriwses of ad valorem taxation is well settled.- Tiie stand- 
ard of valuation for a mineral interest, like that for otlier real property, is the 
“true and full value in money.” 

The task of assigning property interests and as.sigiilng the assessetl valuation 
(the assessed valuation appears on the tax rolls as a givtui iwreentage of the 
fair market value, determined in tlie county, for example, by the CJounty Com- 
missioners) is the function of some 1500 local asse.ssors (elected to four year 
terms ^), as well as the inunerous assessors for school, city, hospital, and other 
special districts.*^ 

The Ooiinty Assessor-Collectors are not licensed by any .state agency or board, 
and tlierefore are “qualified” for office if duly eloctetl by the voters in tlie county." 
They may rely on the Tax Ass(‘ssor-Collector Instruction Manual, containing 
rules, regnlatioiLS, opinions of tlie Attorney Genenil, instructions, and forms; 
tliey may attend the Association of County Assessor-Collectors annual confer- 
ence, or the Annual Institute for Tax Assessors (which in 10G2 hosted 212 i>er- 
sons, only four of whom were County Assessor-Collectors) J 

The burden of valuation and assessment, however, in areas where .some so- 
phistication in the appraising i)rocess is required, is often a.ssunied by an inde- 
pendent appraisal firm. The valuation of oil and gas proi>erty for taxing districts 
is tlie job of a very few firms. Pritchard and Abbott Valuation Engineers of 
Texas currently has about 400 contracts wiUi various taxing districts, and con- 
sequently appraise.s about GO percent of the state. The firm normally appraises all 
the property ^^1thin a district, mineral as well as other classifications, and typi- 
cally contracts with all the overlapping districts, such as city, county, and 
school.® 

//. Equality and uniformity 

The state constitutional requirement of equality and unifonnity in taxation 
is of fundamental importance in comparing the mineral valuations with other 
real property valuations : 

“Taxation shall be equal and uniform. All property in this State, whether 
owned by natural persons or corporations, other than municipal, shall be taxe<I 
in proposition to its value, which shall be ascertained as may be provided by 
law.” * 

The requirement is “imperative under our Constitution,”'" and clearly appli- 
cable to ad valorem taxation.^' Uniformity means that value must be determine!! 
by the same standard,^ and the standard for the property tax in Texas is the 
fair market value : ^ 



^ Tex. Rev. Stnt. Ann. art. 7145 (U960). 

*Tex. Rev. Stat. Ann. nrt. 7146 (1060) ; Liberty Century Trust Co, v. OUliland Oil 
Co., 207 F. 494 (D. Tex. 1024) : Texas v. Downman, 134 S.W. 787 (Tex. Civ. App. — 1911. 
writ refM) ; Stephens County v. Mid-Kansas Oil and Oas Co., 113 Tex. 160. 254 S.W. 200 
(1023). 

*Tex. Rev. Civ. Stnt. art. 7174 (1060) : Phillips Petroleum v. Townsend, 63 F.2d 203 
(5th CIr., 1033) ; Rowland v. T*ylcr, 5 S.W. 2d 756 (Tex. Comm*n App. 1028, holding ap- 
proved) ; Lively v. Jf. K,, and T, ky., 102 Tex. 545, 120 S.W. 852 (1000). 

^ Tex. Const, art. VIII, § 10. 

^2 Advisory Commission on Intergovernmental Relations, the Role of the States in 
Strengthening the Property Tax 157 (1008). 

® Letter from Robert S. Calvert, Comptroller, to UlcluLrd Mitliotf, Jr., March 17, 1070. 

2 Advisory Commission, supra n. 5. at 1.56. 

® Interview with Earle Bruce of Pritchard and Abbott (Odessa), No\-ember, 1060. 

® Tex. C!onst. art. VIII, $ 1. 

Breckenridee V. Pierce. 251 S.W. 316 (Tex. Civ. App. — Ft Worth 1023, writ dism’d) . 
Sec Lively v. M., K.. and T. Ry„ 102 Tex. 545, 120 S.W. 852 (ilOOO) ; Porter v. Langley, 
178 S.W. 820 (Tex. Civ. App.— Galveston 1015, writ ref’d). 

estate V. Lowman, 115 S.W. 2d 704 (Tex. Civ. App. — ^Eastland 1038), rev*d on other 
proumfa, 133 S.W. 2d 026 (1030). 

“ Lively V. M., K., and T. Ry., 102 Tex. 545, 120 S.W. 852 (1900). 

“ Tex. Const, art. VIII, § .1 ; Tex. Rev. Stat Ann. art 7174. 




“Uniformity in taxation throws the proi>er burden of taxation on oacli indi- 
vidual taxpayer, and the principle should never Ik* departed from. Tlie grentest 
benefit comes tooncli nnd all when it. is scnipiiloiisly observeil. The value of prop- 
erty is tlie twreet standard of nniforniity tind tiie Constitution lias so fixed it. 
Taxation ctumot be in proi>ortion to the value of proix?rty unless the value of all 
projierty is ascertained by tlu» same standard.^* 

“To assess tlie property of one or a fe^^' owners at a materially higher iK‘r- 
centage of its value than the i)erc*entage of tlie value at which the property of a 
great majority of the owners in the city is assessed is nncoiLstitntional, and esiK‘- 
ciolly if done in pursuance of some custom, system, or scheme in which values 
are not ascertained as pro\dded,” ^ 

This concept of nniform assessment is complicated by the rather widespread 
practice of assessing all property at a i>ercentage of its fair market value, (In 
Ector County, for example, the ratio of assessiiients in 1069 for the county was 
18%, and for the school board it was 45%,) Reasons advanced for this practice 
include tlie desire to minimize taxpayer complaints and to obviate the necessity 
for readjiistineiit in tlie event of falling market prices.^® (More ,siiiiply, the con- 
fused taxpayer is less likely to complain.) Theoretiwilly, of course, tlie use of 
assessment ratios should make no difference. The procedure must start with an 
appraisal of the property at its fair market value. But realistically, as the Ad- 
visory Oiminission on Intergoverimieiital Regulntioiis rt'iMirts, tliis practice is not 
calculated to alert either the taxpayer tax assessor to levels of inequality. 
Moreover, tlie report continues, “There is ii tendency for noniuiifonnity bo in- 
crease wlien proiierty as assessed at low fractions of full value,” (Emphasis 
added,)” The commission lias recommended full disclosure to the taxpayer, 'vith 
tax rolls revealing both the full market values as well as the asRc,sse<l valuations. 

But the practice of listing only the values at die given ratio of assessment con- 
tinues, nnd the confusion persists. Absolute equality and uniformity', of course, is 
not practicable, and not required.” But .serious differences in the ratios of assess- 
ment are riot acceptable. The court declares quite early in Richardson t*. State' 
that the requirement of taxation in proportion bo value must yield to die “equal 
and uniform” requirement whore the assessor lias generally assessed property 
at less than its fair market value (i.c., at some ratio of assessment). In Richard- 
5 on, the land in the county generally was assesse<l at approximately GO iiercent of 
the fair market value, while defendant’s mineral proiierty was appraised on the 
basis of an arbitrary formula, which made the fair market value depend solely 
upon the average number of barrels of royalty oil pro<luced daily for a iierlod of 
02 days preceding the first day of January of each year. The Court of Civil Ap- 
r>eals upheld the trial court’s finding that tlie as.sessmeiits were void, but reverse<l 
and remanded because tlie trial court undertook to reassess the property, which is 
the duty of the board of equalization.® 

One further problem should be discussed. Despite the absolute commandment of 
“equality and uniformity,” a few cases have established that the legislature may 
make certain classifications of persons and property for inirposos of taxation if 
the legislature does not act arbitrarily or unreasonably, and if there is a reason- 
able basis for tlie classification. This has been ostablishe<l at least in the case of 
franchise taxes,® inheritance taxes,® and occupation taxes.'^ A number of coi^s 
have refused to enjoin the collection of the proi>erty tax where it is apparent that 
the different classes of property have been assessed at different ratios of full 
value, but have done so because of the failure of tlie plaintiff to show substantial 



Hunt v, Throckmorton Ind. School DIst., 50 S.W, 2d 470 (Tex. Civ. App. Bnstland 

^^w^Randairv.* State, 15 S.W. 2d 715 (Tex. Civ. App.— (El Pasoil920. no writ). ' 

i«Noto, Remedies for Unequal Property Ta-x Aiscssment, 46 Harv. L. Rev. 1001-0- 
110331 

^17 1 Advisory Commission on Intergovernmental Relations*, the role of the States in 
Strenrthenlng the Property Tax 50 (1963). 

” Nederi^and^inrt. School Dlst. v. Cnrtor, 03 S.W 2d 387 (Tex. Civ. App.— Bennmont 

5^8 (Tex. Civ. App. — Eastland 1032), aff’d, 84 S.W. 2d 1076 (Tex. Comm'n 
A^.^1935 opinion adopted) . 



» Calvert v. Capital Southwest Corj^, 441 SAV. 2d 247 (Tex. Cly. A^^ Austin 1969, 
writ ref’d n.r.e.) : Crason County State Blank v. Calvert, 357 S.W. 2d 160 (Tex. Civ. App. 

^^^an Jac’l^to^ Sheppard, 125 S.W. 2d 715 (Tex. Civ. App.— Austin 1038. 



°°s*^beppard v. Olebcl, no S.W. 2d 166 (tex. Civ. App.— Austin 1937, no writ). 
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injury, or because the. plaintiff failed to avail himself of the injunctive remedy 
before the tax plan went into effect and could not prove the exact amount by 
which his taxes were excessive.® 

One case found in which this classification exception was applied specifically 
to deny relief in a real property tax suit involved a situation in which “oil in 
storage^ had been assessed at 30 percent of its value, and all other property in 
the district assessed at 60 percent of its value. The court declared that the assess- 
ment ratios need only be uniform within the particular classification.” This is 
clearly contrary to the great weight of authority.® 

In a rather unusual case decided recently, but involving the city tax, the classi- 
fication exception was relied on in part to uphold an annexation ordinance, and 
indirectly to support a property tax classification. (The court did, however, wisely 
advise the appellee that the taxation matter was premature at this time, and 
would have to be raised at a later date.) The principal challenge came from a 
property owner whose property had been annexed by the city of Pasadena, T'exas* 
and thereby mad^ subject to the city taxes. Adjacent landowners, to wit Ethyl, 
Tenneco, and Phillips, on the other hand, whose property was not to be annexed 
under an agreement Authorized by statute”) with the city, had only to make 
payments, as part of the agreement and in lien of taxeSf amounting to about 30 
percent of the normal rate. The court held that there was a reasonable basis for 
classification.” 

VALUATION OF OIL AND OAS FBOPEBTY 

The valuation of mineral properties is a complex proceduie. Unlike appraisals 
of residential property, and some commercial property, where resort to current 
selling or leasing prices is a fairly simple matter, valuations of oil and gas 
property under production are made without the evidence of a recent sales price 
(sales of producing property are rare, for obvious reasons), and without the aid 
of industry estimates. Valuation of producing property requires first the technical 
analysis (considering such data as estimates of reserves, rate of production, price 
of the product, and cost of operation) to arrive at the future net revenue. Present 
value is then calculated from future net revenue, discounted either at the pre- 
vailing interest rates with subsequent allowance for other factors,® or at a rate 
which considers both the prevailing interest and these other factors.*^ 

Advocates of the first approach disagree over the rate of interest and the com- 
ponent factors to consider. Some of the risks, or hazards, may include decline in 
the price of the product, increase in the operating costs, or substantial error in 
the calculation of reserves. The degree of risk will naturally bear to some extent 
on the production history. There is some dispute as to whether federal income 
taxes should be considered." 

. The second approach eliminates some of the disagreement over which variables 
to consider. This is the Hoskold, or sinking fund method, which provides for the 
discount of future net revenue at various interest rates, and the return of capital 
through a sinking fund invested at four percent” The Hoskold formula is ap- 



* Although some confusion * exists as to whether the taxpayer must always show sub- 
Btamtlal Injury after demonstrating gross Inequality, e.g„ Waco v. Con lee Seed Co.. 440 
S.W. 2d (Tex. I960) ; State v. Federal Land Bank of Houston, 320 S.W. 2d 847 (Tex. 1950), 
recent opinions on this issue appear to be that In a direct attack (In a suit to enjoin the 
collection of taxes before the tax plan has gone Into effect), the plaintiff must show sub- 
stanfial Injury. Arlington v. Cannon, 153 Tex. 566, 271 S.W. 2d 414 (Tex. 1054) ; Dietrich 
y. Phipps, 438 S.W. 2d 900 (Tex. Civ. App.— Houston I960, no writ). This Is distinguished 
from the collateral attnck (in a suit defending an action for delinquent taxes) where the 
tanayer has the more onerous burden of showing the precise dollar amount bv which he Is 
injured. SUte v. Federal Land Bank of Houston 329 S.W. 2d 847 (Tex. 1959) ; Orange 
y. LlvlMston Shipbuilding Co., 258 P. 2d 240 (5th Clr. 1958). But see Briscoe Ranches, 
Inc. V. Eagle Pass Ind. School Dlst., 439 S.W. 2d 118 (Tex. Civ. App. — San Antonio 1969, 
writ ref^d n.r.e,). ‘ 

“Feldman v. Bevll, 190 S.W. 2d 157 (Tex. Civ. App. — Beaumont, 1945, writ ref*d 
w.o.m.). 

See note 25 avpro. 

“Tex. Rev. Civ. Stat. Ann., art 970 a. I 5 (1963). 

Houston EndOioment, Inc. 438 S.W. 2d 152 (Tex. Civ. App.— Houston, 
1969. writ ref d. n.r.e.). 

“DeGolyer, Evaluation, First Annual Institute on oil and gas law 591 (1949) : Field, 
Valuation of Oil and Gao Properties for State Ad Valorem Tax Purposes. 7 Oil and Gas 
Institute 483 (1945). 

Campbell, Oil Property Evaluation 452-454 (1959) ; Flsk4, Federal Taxation of Oil 
and Gas Transactions 165 (1969). 

“Field, tspni n. 30. 

“Flake, Campbell, supra h. 31. 
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proved as a valid approach, provided the proper rate of interest selMt^^e 
cause of the risks imWved in oil and gas investment, the rate should be 
mately 10 percent.” The Hoskold method was chosen for this study in order to 
rely exclusively on Industry projections of future net revenue, f void pos- 

sible disagreement over the size and number of the variables to include In 

estimate computed under the first approach. 

The valuation of nonproducing oil and gas property is apparently universally 
ignored for purposes of ad valorem taxation. It is customary in states not having 
a specific exemption, or special provision such as the mineral documentary sum^ 
for the nonproducing property to he placed on the tax rolls at a non^nal value. 
(In Ector County, the nominal assessment varies from ?.o0 to 1.00 an acre.) 
Reasons advanced for this practice vary. A spokesman for Pritchard and Ab^tt 
declares that, “Until a nonproducing property is developed, it could be wrth- 

less . . We couldn’t afford to have nonproducing property assessed. Themor 

County Tax Assessor states that the property is just “not worth taxing. Since 
nonproducing property not voluntarily rendered by the taxpayer is not taxed at 
all. It is reasonable to assume that the industry renders its nonproducing prop- 
erty only to protect against claims arising under adverse possession— a reason 
supported by the local tax assessor and Pritchard and Abbott. The nomlna^ 
assessment may be necessary only to cover the cost of recording the assessment 

Nevertheless, there is authority to support the proposition that nonproducing 
property has a market value that is easily ascertained. The lessee commonly pays 
a “bonus" to the lessor as partial Inducement for completing the transaction. The 
bonus may prove to be only a fraction of the value of the property, and does not, 
of course, Include rental payments, or royalty, should the lease prove productive. 
The bonus value is a fair Indication of the value of the property, provided due 
weight is given to the effect of drilling a successful well, which would enhance 
the value, or of drilling a ’“dry hole," which would obviously deflate the value." 



I. Produoing property 

This study compares valuations by Pritchard and Abbott Valuation Engineers, 
Independent appraisal Arm hired by Ector County with valuations based on future 
revenue projections of the industry Itself. The property imder study is the 
Headlee Devonian Unit, covering approximately 16,000 acres in Ector and Mid- 
land Counties. The Industry revenue projections are taken from the Devonian 
Report. Headlee and Dora Roberts Field, Ector and Midland Counties, Texas, 
flled with the Texas Railroad Commission in August, 1956, prior to Commission 
approval for unitization and gas injection. 

The imltization agreement allows the imit operators to pool their production 
efforts, and to share in the production from any tract on the basis of the propor- 
tion that the operator’s tract effective acre feet bears to the total unit effective 
acre feet The injection of gas imder the pressure maintenance approach serves 
to maximize recovery .of the stock tank liquids and plant products. ; 

The reservoir is now classlfled as a gas condensate rather than oil reservoir, 
as originally designated, and on January 30, 1961, the Commission authorized the 
mixed stream production of natural gas liquids and stock tank liquids. Actual 
daily average production as reported by Pritchard and Abbott corresponds very 
closely to the daily average production as projected by the operators In the field, 
in the period under study (1963 to 1970). (See Appendix, pp A-6, A-8.) 



MFlske, W. ^ 

“ Interview™ Uh Earle Bruce of Pritchard and Abbott (Odessa), December ^1960. 
w Interview with Curtis Wynn, Ector County Tax Assessor-Collector, December 1060. 
» Field. Bupra n. 30 at 630. 

*®Fiske, BUpra n. 81 at 169-170. ^ , __ 

“Report on Headlee-Devonlan Unit flled by unit operators In May 1962. 
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A comparison of the actual valuations of Pritchard and Abbott with those com- 
puted from the projected revenue figures of the industry (using the Hoskold 
method described earlier) reveals a startling undervaluation of approximately 
56.19 percent (See Appendix, pp A-7, A-9.) 

Pritchard and Abbott claim that the liquids currently produced are less valu- 
able than those described in the original report, that the costs of operation have 
risen,^^ and that therefore the unit has not been as profitable as originally ex- 
pected " This is in direct contradiction, however, to the statement (January 13, 
1970) from Atlantic Richfield, insisting that, "Profits have proven to be higher 
Hum origimlly estimated for the field at this x>oint in time," and that the "res- 
ervoir is currently estimated to be almost double that referred to in the re- 
port . . (Emphasis added.) The conclusion would appear to be, then, if 
industry sources can be believed,^ that the valuations of Pritchard and Abbott 
are far below the currently accepted measures of fair market value. 



//. Nonproduoing property 

This study compares the valuations of Pritchard and Abbott with the actual 
"bonus price" paid for an oil and gas lease. The property is classified "nonproduc- 
ing" for purposes of the study if, after execution of the lease, the property was 
assessed at a nominal rate, or not rendered for taxation at all, indicating accord- 
ing to Pritchard and Abbott a lack of production. (See Appendix, pp. A-1, A-3, 
A-5.) In some instances the property assigned a nominal assessment has proven 
productive in the next year, and "suddenly jumped" in value. (See Appendix, 
pp. A'"2, A^— 6. ) 

The "bonus value" is easily determined from the value of the revalue stamps 
afi^ed to the lease, which of course is recorded in the County Clerk*s oflice. (The 
revenue stamps were, however, discontinued after January 1, 1968.) 

The nominal assessment of nonproducing property without regarding to market 
value is admitted by Pritchard and Abbott and the County Tax Assessor-Collector, 
as is the failure to tax some property even on a nominal basis, which was the case 
with over $400,000 worth of Texaco leases in 1965 and 1966. (See Appendix, pp. 
A“-3”“A“6. ) 

The random sample of local homeowners* property, selected from different sec- 
tions of Odessa, in Ector County (Pritchard and Abbott contracts with the city 
as well) ^ows a remarkably close correlation between the valuations of Pritchard 
a,nd Tabbott and the actual sales prices of homes sold in 1969. (See Appendix, 
pp. A-10, A-11.) All undervaluation is approximately only 7.06 percent. 



Report filed by Pritchard and Abbott on August 10, 1970, In response to a request 
from Ector County Judge Mike Berry to make the specific disclosure requested In the Peti- 
tion to the Board of Equalization on June 30. 1970. See Appendix, pp. A-16-16. 

' « Testimony of R. W. Wood before the Ector County Board of Equalization, June 30. 
1970. 

. "Letter from B. W. Tyler, District Engineer, Atlantic Richfield, to Richard Mlthoff, 
Jr., on Jan. 13, 1970. ■ 

"Letter from E. W. Tyler to County Judge Mike Barry on July 6, 1970. 
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A, Production 

The production columns are included to substantiate the validity of a study 
comparing actual valuations by Pritchard and Abbott for the tax rolls, and 
the valuations based on projections by the operators in the field. 

Column 1 gives the projected 8/8 Daily Average Production and total num- 
ber of wells, as estimated by the operators in the field. 'Devonian Report, 
Headlcc and Dora Roberts Field, Ector and Midland Counties, Texas, March 
1956. (Fileil witL the Texas Railroad Commission, Oil and Gas Division, in 
preparation for ttie hearing [Au^st, 1956] relative to the utilization agreement.) 

Column 2 gives the actual 8/8 Daily Average Production and the total num- 
ber of wells, as reported by Pritchard and Abbott. 

The seven-year (1963 through 1969) is chosen as representative because the 
actual daily average production, when compared on an annual basis, cor- 
responds closely to the projected daily average. In fact, the total actually daily 
average exceeds the estimates during this period. 

B. Valuations 

Column S gives the valuations of the 7/8 mineral interest based on the 
present value of future net income, discounted at 10 percent using the Hoskold 
Formula, suggested as a means of determining the fair market value of oil and 
gas properties. Fiske, Federal Taxation of Oil and Qas Transactions 
pp. 166-168. John M. Campbell, Oil Property Evaluation (1959), pp. 452-^54. 
Annual estimates of future net income are from the operators in the field. 
Devonian Report, supra. 

Column 4 gives the actual valuations (at 100%) of the 7/8 mineral interests 
as reported by Pritchard and Abbott. 

Column 5 gives the annual approximate percentages by which this unit has 
been undervalued, as well as an average of these percentages. 

111. LOCAL REAL ESTATE, HOMES (A RANDOM SELECTION) 



Description 



Valuation (at 
100 percent) for 
1469 tax rolls 
Price (1969 (Pritchard & 
sales) Abbott) 



Approximate 
percentage of 
undervaluation 
(comparing 
cols. 2 and 3) 



( 1 ) 



(2) (3) (4) 



4001 Pleasant Lot 7, Blk. 27 Terrace Hills 

909 E. 21st Lot 21, Blk. 11 Sage Hill 

3719 Holly Lot 2, Blk. 33 Windsor Heights 

2702 S. Colonial Lot 12, Blk. 8 Bellaire 

2801 Disney Lot 7. Blk. 1 Wedgewood 

2108 W. 27th Lot 17, Blk. 62 Harrisdale 

401 Elm Lot 4, Blk. l4 Ridgecrest 

1508 Spur N. 73 Feet of Lot 5, Blk. 93 Crescent Park. 
Blackstone Lot 31. 504 Blk. 2 Rochester Heights. 

2674 E. 25th Lot 23, Blk. 135 Crescent Park 

1309 Westbrook Lot 11, Blk. 9 Westwood 

2304 W. 15th Lot 22, Blk. 1 Park Annex 



18,500 


$7,048.50 


17.1 


8, 150 


7,603.50 


6.6 


12,250 


11,100.00 


9.4 


7,950 


6,549.00 


17.6 


15.330 


14,485.00 


5.5 


8,700 


8,491.50 


2.4 


7,600 


6,605.00 


13.1 


19,500 


19,869.00 


-1.85 


7,650 


7, 104.00 


7.2 


13,950 


13, 93a 50 


.15 


14,500 


13,098.00 


9.7 


7,500 


7,659.00 


-2.13 



Average approximate percentage of undervaluation. 



7.06 



TIMBERIiAND IN EAST TEXAS 
Sharon L. Feather, William L. Feather, and Louis J. Sirlco 

INTBODUOTIOK 

The taxation of timberland, like other real property in Texas, is based on its 
current fair market value, that is, what a willing buyer would pay a willing seller 
for a given tract of timberland. The present study attempt to sumy the methods 
by which East Texas school and county tax assessors evaluate and tax 
timberland. 

Ideally, one would verify sales by asking recent buyers or sellers the price they 
paid or charged for a particular tract of land. Although specific prices for spe- 
cific pieces of land proved unavailable, estimates of the current market value 
were obtained from several reliable sources: a state forest appraiser, a forestry 
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professor at Stephen F. Austin State University, an independent professional for- 
est appraiser, a tax assessor, and the rolls of school districts following sound as- 
sessing practices. Two newspaper articles also cited current market values for 
timberland. 

A state forestry appraiser indicated that timberland in southeast Texas starts 
selling at $180 to $200 per acre, with prices in heavily forested areas sometimes 
rising to $300 per acre. Bare land is worth $85 per acre, and every 1000 board feet 
of timber adds another $60 to the acre value. The appraiser gave as an example 
the recent sale of a large parcel of timberland in Jasper County at $260 per acre, 
A forestry professor at Stephen F. Austin State University informed us that 
he had just paid $200 per acre for forest plantation land in Cherokee County, 
and that International Paper Company was paying a minimum of $126 per acre 
for all the timberlands it could get. These figures reflect values in the northern 
part of Bast Texas where the land is less fertile and provides a poorer stock of 
timber than do other parts of the Piney Woods. 

An independent professional forest appraiser living in the same area estimated 
that all pinewood forestland is worth $100 to $300 per acre. He indicated that 
Southland Paper Mills, Inc., was paying $180 to $220 per acre for any land they 
were offered with minimal marketable timber, and another timber company had 
recently paid $196 per acre for a large tract of poorly stocked timberland. 

Timberland values in the southern half of the Bast Texas forest are higher. The 
county tax assessor for Newton County in Southeast Texas estimated that tim- 
berland in his county sold for at least $200 per acre. 

In early July a fire destroyed 300 acres of Angelina County timberland owned 
by Owens-Illinois Corporation, An area timber man estimating the loss was 
quoted by The Lufkin News (July 9, at p, 1) as placing the value of the timber- 
land in the range of $250 to $3^ per acre. 

On June 12, a United States Senate subcommittee on parks and recreation 
heard testimony in Beaumont regarding the proposed Big Thicket National Park. 
At the hearing, Orrin H, Bonney, chairman of the Bib Thicket Coordinating Com- 
mittee testified that present prices on land in the 100,000 acre park area ranged 
from $250 to $360 per acre ("Interests Disagree on Big Thicket Park Size, 

Jou^fon Po^f, Fee. 3, p. 24, June 13, 1970). , , ^ ^ i. -.i.i 

As these figures reveal, the market value of timberlands fluctuates greatly, 
sometimes rising to as much as $360 per acre. Most estimates, however, center 
around a $200 per acre median. This figure provides the conservative estimator 
market value that this report uses in comparing actual fair market values wlto 
the fair market values that the county and school district tax assessor assign to 
timberlands. 

PRACTICES TAX COLLECTOR-ASSEBBOBG EMPLOY 



Following is a six-county survey of the methods county and school district 
assessors use in placing a market value on timber acrMge. Most tax assessors 
compute the assessed valuation on a fiat rate per acre basis, and make no at- 
tempt to assign true market values. The assessors^ estimate of fair market value 
may be derived by dividing the assessment ratio into the assessed valuation. In 
considering these fair market values, keep in mind that $200 per acre represents 
a conservative average estimate of the price such acreage could bring on the 
open market 

Angelina County 
County 

Evaluation Method : All unimproved acreage outside the city limits is placed 
on the rolls at $10 per acre (assessment ratio of 26%), indicating a fair market 

valuation of $40 per acre. . ^ 

Comments: Present rates have been in effect since the 1963 tax roll. The pre- 
vious rate was $6 per acre 

Lufkin Independent School District 

Evaluation Method; The district ascertains fair market value by using com- 
parable sales methods* and personal contacts with buyers and sellers. Assess- 
ments of timberlands generally fall into the |240 to $313 per acre range for full 

market value. , i. i. i i 

Comments : The school district evaluations closely approximate actual market 

value, and the district makes frequent reassessments. 
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Diboll Independent School District 

Evaluation Method: All unimproved rural acreage outside the city limits is 
placed on the rolls at $20 per acre (assessment ratio is 40%), indicating a fair 
market valuation of $50 per acre. 

Comments : The assessor-collector has many other time-consuming administra- 
tive functions, allowing him little opportunity to re-evaluate property. 

Hardin County 



County 

Evaluation Method: The appraising firm of Pritchard and Abbott evaluated 
all property in 1964. Since then, the county has raised the rates. Most timber- 
land is placed on the rolls at $16.60 per acre (assessment ratio is 20%), Indi- 
cating a fair market valuation of $83 per acre. The county evaluates other tim- 
berland between $75 and $88 per acre fair market value. 

Lumberton Independent School District 

Evaluation Method : In 1968, the Terry Company of Beaumont, Texas, evalu- 
ated all acreage. Timberland not evaluated at higher use residential develop- 
ment rates was assessed at $160 per acre fair market value. 

Comment: Major timber companies have protested these assessments. Last 
year they threatened not to pay and withheld needed school funds until June. 

Silsbee Independent School District 

Evaluation Method : In 1962 a professional forest appraiser valued timber- 
land at $102 per acre, but the district claims to employ a fair market value of $90 
per acre for taxation purposes. There has been no re-evaluation since. All timber- 
land is actually placed on the rolls at $32 per acre. Assessment ratio is 56 per- 
cent on other property. 

Jaaper county 
County 

Evaluation Method : All unimproved acreage is placed on the rolls at $23 
per acre (assessment ratio is 26%), indicating a fair market valuation of $92 
per acre. 

Liberty county 
County 

Evaluation Method : In 1967, the appraisal firm of Davis and Wilson valued 
all property in the county at a cost to the county of $108,000. It evaluated tim- 
beiiands according to the following schedule : 

Timber: Per acre 

A (good quality) (fair maricet value) : ; $160 

. B (fair quality).: 130 

C (poor quality) IZZIII 110 

Comment: The county contains little type A timberland, but the county as- 
sessor estimates that type B acreage presently sells for $260 to $300 per acre. 



Liberty independent school diatrict 

Evaluation Method: The sdioor district classified timberland quality accord- 
ing to Davis and Wilson’s 1967 county-wide evaluations and adopted the follow- 
ing schedule: 



Timber : Per acre 

A (good quality) (fair market value) $130 

B (fair quality) HO 

C'(poor quality)--— — — I...: — — — - — 90 



Comment: This school district is now in the process of re-evaluating all 
property. 

Hardin Ind/ependent School District 



Evaluation Method : The last evaluation occurred in 1958, although the assess- 
ment ratio and tax rates have risen since. The district taxes Kirby Lumber 

sot 
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Corporation timberlands according to 1968 market values, but taxes other for- 
est land on valuations as low as $60 per acre fair market value. 

Comment : Kirby Corporation's higher evaluations result from the litigation. 
Kirby Lumber Carp, v. Harding IruJL School Di^t 851 S.W. 2d 310 (Tex. Civ. 
App. — ^Waco 1961, writ ref*d n.r.e.). 



Nacogdoches County 
County 

Evaluation Method : All unimproved acreage is placed on the rolls at $16 
per acre for land adjoining paved roads and at $12 per acre for all other land. 
The assessment ratio is 30 percent, indicating fair market valuations of $60 
and $40 per acre respectively. 

Comment : Injunctions have prohibited this nearly bankrupt county from re- 
assessing. After the Nacogdoches Independent School District consolidated with 
another district, the school tax assessor discovered 1200 acres of land omitted 
from the county *s tax rolls in the latter district. 



Nacogdoches Independent School District 

Evaluation Method : A professional timber appraiser makes evaluations. 
Comment : This district contains few acres of timberland. 



Newton County 
County 



Evaluation Method: All unimproved acreage is rendered at $14.60 per acre 
(assessment ratio is 10%), indicating a fair market valuation of $146 per acre. 
The county employs a 16 percent assessment ratio for all other property. This 
use of two assessment ratios for different types of property is contrary to state 
law. Randalls vs. State, 15 S.W., 2d 715 (Tex. Civ. App.— El Paso 1929, no writ). 

Comment : The county employed Davis and Wilson to compute their 1966 tax 
roll. This firm reported timberland in the county worth $60 to $70 per acre — 
approximately half the value past county rolls had employed. When the county 
refused to accept these figures, Davis and Wilson had to double their valuations 
before the county would adopt them. 

Newton Independent School District 

Evaluation Method: Acreage is placed on the rolls at $23 per acre (assess- 
ment ratio is 33%%), indicating a fair market valuation of $69 per acre, ex- 
cluding mineral rights. 

CONCLUSIONS AND RECOMMENDATIONS 

Conclusions 

Most taxing agencies studied make no attempt to find the true market value 
of timberlands within their districts. Most compute assessed valuations by multi- 
plying the number of acres the taxpayer owns by a fiat rate. A tax assessor ap- 
plies this fiat rate to all land whether stocked with timber or bare, a practice 
which is clearly illegal in light of the considerable differences in the values of 
these two classes of land. . ^ , 

Further, the assessed valuation for timberland consistently falls far below a 
realistic figure (See Table A). Consequently, timberland is valued at a much 
lower percentage of market value, although the agency claims to assess all 
property at the same percentage. This illegal practice results. In lost revenue. 
(Table B and C) and discriminates against anyone whose property has been 

fairly appraised. ^ 

Many reasons account for these inaccurate and illegal practices. 

(1) While all agencies acknowledge the need to reassess periodically, some 
neglect' doing so simply because they happen to be meeting their present exr 
penses. They, of course, will find themselves forced to reevaluate when their need 
for money becomes more acute. Some agencies, already feeling the.^ancial pinch, 
still avoid needed reassessmentby raising the assessment ratio. Although thispro- 
c^ure bring in the needed nioney without incurring the cost of re-assessment, 
it continues the same illegal practices. Timberlands are still placed on the rolls 
at a lower percentage of market value than are other properties. 
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(2) The difficulty of finding comparable market values for timberland is an- 
other reason for failure to re-assess. As one county assessor stated, timber com- 
panies ordinarily do not reveal to any tax collector the price they paid for a 
specific tract of land. Of course, some buyers and sellers do talk enough to allow 
an assessor to ascertain accurate market values, but eliciting such information 
can require a great deal of effort. 

Since the deed of sales almost never includes the full purchase price, asses- 
sors must talk to buyers and sellers to verify sales in order to obtain market 
values for timberland. It is inconceivable that a state would rely for its income 
on property taxes and not require that a deed carry the full purchase price on 
its face. To force an assessor to ask a man how much value he, the owner, 
wimts to place on his property for tax purposes can only be termed ludicrous. 

Such malfeasance has stood unchallenged, perhaps because private homes com- 
prise such a large proportion of taxable property, and are more easily assessed at 
market value. Most homeowners buy on credit; hence, the deed of trust provides 
an accessible estimate of the full price. 

(3) Most assessors recognize the wisdom of hiring a professional to re-evaluate 
timberland.s. Unfortunately, fear of paying a high price for such a service fre- 
quently discourages his course. 

Recommendations 

Agencies giving the expense of re-assessment as a reason for not re-evaluating 
timberlands fail to see that the revenues gained will more than compensate for 
the cost of hiring a professional. A state forest appraiser, experienced in pro- 
fessional land valuation, asserted that an appraisal of the timberland in an entire 
county would cost $20,000 at the absolute maximum. This price includes the cost 
of aerial photographs which some counties already possess. Counties and school 
districts would recover quickly even the maximum cost of $20,000, according to 
estimates of the revenue losses re-assessment would prevent. (See Table B and 
C.) In addition, the assessment would be accurate for several years, providing 
more time to recover the costs. 

Counties and the school districts within them could reduce ths cost by sharing 
the expense of the project. But as this study indicates, these agencies do not 
cooperate, resulting in the same land being assessed twice. School district and 
county figures on the same parcel of land vary widely, and often both figures fail 
to approximate realistic values. It is easy to see why school districts resist 
joining county ofiicials in any projects, for the county most often assigns lower 
market value to a given tract of timberland. County figures will probably remain 
the lower of the two in the future since the county tax assessor-collector, an 
elected official, fears that re-assessing will incur the taxpayers' wrath. The school 
district's tax assessor, on the other hand, is appointed and more insulated from 
the taxpayers. Still it is difficult to imagine why some county tax assessors fail 
to check their valuations against those of the school districts. After all, the rolls 
are public record. 

To remedy this situation, the state legislature should pass legislation requiring 
all deeds to include the full purchase price. Then the legislature should make 
the office of county tax assessor-collector non-elective. The official filling this 
position would be required to appraise all county lands for both school and county 
tax rolls. 

Short of these reforms, many agencies need to reassess timberlands instead of 
applying one rendition rate to most property and an illegal lower rate to timber- 
lands. School districts and counties should cooperate in sharing the expense of 
re-evaluation to save themselves and ultimately the taxpayer, the cost of dupli- 
cated efforts. 



Appendix 

THE DOLLARS AND CENTS CONSEQimNOES OF UNDERVALUATION 

The following tabular study demonstrates the effects of underevaluating tim- 
berland upon the finances of six counties and eight school districts last year. 
Employing faulty and illegal assessing practices year after year has cost East 
Texas untold millions in potential tax revenue. : ^ 

Since exact figures are impossible to ascertain due to the constantly increasing 
value of forest land over the past two decades, we limit our estimates to the past 
year. The frequent inaccuracy of tax roll entries also makes these figures 
approximations. 
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Keep in mind that this study surveys only a sampling of counties and school 
districts; many other jurisdictions in the 37 counties comprising East Texas 
are also losing tax revenues of sizeable dimensions. 

EXPLANATION OF TABLES 

Tabic A; Survey of Actual Assessing Methods (1969) 

This table lists the fixed flat rates taxing authorities use in placing assessment 
valuations on the rolls. It compares the fair market values the agencies’ records 
reflect with actual market values and indicates the loss of taxable property that 
Illegal assessing practices cause. 

Column 1 : Name of tawing agenoy— county or school district. 

Column 2 : Assessed valuation'— the flat dollar value the agency applies to all 
tlmberland regardless of quality. Unless otherwise specified, all agencies derive 
the assessed valuation of forest land from a flat rate formula. . i. 

Column 3 : Assessment ratity— the percentage of fair market value at which a 
taxing agency lists property on its rolls. For example, a county employing a 25 
percent assessment ratio would carry a $10,000 tract on its tax rolls at ^,500. . 

Column 4 : Actual fair market values— As assigned by the agenc^s : Dividing 
assessment valuation by assessment ratio yields fair market value. For 
a county valuing an acre at $10 and using a 25 percent assesmenst ratio is assign- 
ing that acre a fair market value of $40. 

Column 5 : Assessed valuation agency should assign — Assuming a $2(W per acre 
fair market value, Column 5 shows the average assessed valuation the agency 
should employ in contrast to the figure in Column 2. 

Column 6: Actual assessment ratio for tiniberlands — Assuming a conservative 
average value of $200 per acre for timberland, this column shows the actual 
percentage of fair market value at which the taxing agency lists this property 
on its rolls, in contrast to the legal assessment ratio in Column 3. Any substantial 
discrepancy between the figures in Columns 3 and 6 indicates that the 
is applying— illegally--different ratios and disproportionate tax rates to differ- 
ing types of property. 

TABLE A.— SURVEY OF ACTUAL ASSESSING METHODS 1969 

Assigned by agency Actual 

' Ratloof 0^ 

assess- Fair , ^ assess- 

Assessed ment market Awssed 

Taxing agency valuation (percent) value valuation (percent) 

(1) (2) (3) (4) (5) W 

Angelina County $10.M 25 W $50.00 5.0 

Lumberton Independent school District* 160.00 100 160 200.00 80.0 

Hardin Independent School District:* qq 25.0 

Champion Paper Co 50.00 50 100 100. ou « u 

Kirby Lumber Co 70. 00 50 40 100 go «.o^ 

isS » >» 

Liberty County. „ ,55 50 .OO 18.75 

V 3i50 « 130 50.00 6.25 

g 27.50 25 no 50.00 13.75 

Libeitrinj«'p«'ndVnVsehoolbistri^ „ 32550 39.0 

p - Wioo 60 IW }20;00 33.g. 

5 I 54.00 60 90 120.00 27.0 

NacogdochirCounty^^^^^ 15. gO 30 50 .go! 00 6.0 

Nacogdoches Independent School District 19.00 75 25 150.00 9.5 

Newton county..., - 14.5o{ '}U 

Newton Independent School District 23.00 33. 33 69 j ' 

1 No flat rate used. ^ 

iLSmtort™* independent School District values much timberland according to higher residential use value. Figures 
here reflect values for lands remote from roads valued as tlmberlaud omy* ^ 

♦ Hardin Independent School District rolls list thjM 2 f fair and poor 

» Both Liberty County and Liberty Independent School District value timberlands according to gooo, rair, ana poor 

^^*Naicogdoches County places rural Kreage on paved roads on the rolls at |15 per acre and other rural land at |10 

Newion County (illegally) applies a 10 percent assassment ratio to timberlands and a 15 percent ratio to all other 
property. 
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TaUe B: Estimated Revenue Lost through Faulty Valuation of Timberland 
(1969) 

Column 1 : TacHng agency. 

Column 2 : TawaJ>le acres of commercial forest land in agency* s jurisdiction — 
Figures for counties are those the Texas Forest Service reports in Texas Almanac 
1970-1971 (p. 138). The Silsbee Independent School District computes its own 
forest acreage 

Column 3 : County general tax rate per $100 assessed valuation — ^This is the 
general county rate, not including other special taxes, such as hospital and road 
taxes. 

Column 4: Taxes agency could collect using accurate valuations — ^Estimating 
full market value at $2(X) per acre, number of acres x 200 x assessment ratio x tax 
rate. $200 represente a conservative value estimate. Though some acreage would 
sell for less, much would sell for a great deal more. These sums include the gen- 
eral county tax alone. Special taxes for hospitals, roads, etc. are omitted; how- 
ever, they are based on the same low assessment rates. 

Column 5 : Estimated total taxes collected on timberland — number of acres as- 
sessed valuation x tax rate. Where agencies used ascending scale of value for 
different classifications of land, this column employs the highest assessed values, 
making the estimated loss revenue (Column 6) extremely conservative. 

Column 6: Tax money avency lost in 1969 — Column 4 minus Column 6. Note 
again that these figures reflect very conservative estimates. 

TABLE B.-LS1IMATED REVENUE LOST THROUGH FAULTY VALUATION OF TIMBERLAND 1969 



(Amount of dollars! 



taxing agency 

(1) 


Taxable 
acres of 
commercial 
forest land 

(2) 


Agency’s 
tax rale 
per $100 
assessed 
value 

(3) 


Taxes 
agency 
could 
collect on 
timberland 

(^) 


Taxes 
agency did 
collect on 
timberland 

(5) 


Tax money 
agency 
lost in 
1969 

(6) 


Angelina County 


359,900 


1.00 


180,000 


36,000 


144,000 


Hardin County... 


501,600 


1.20 


240.000 


99. 900 


140, 900 


Jasper County 


541,800 


.80 


86. 700 


54,200 


32, 500 


Liberty County * 


453.600 


1.20 


272, 200 


176, 900 


95, 300 


Nacogdoches County > 


400,400 


.95 


228, 200 


57,000 


171, 200 


Newton County. i 


557,600 


1 1.00 


167, 030 


80, 900 


86, 400 


Sitsbee independent school district 


80,000 


1.85 


162, 800 


47, 360 


115, 440 


Total 










785, 740 



- 1 Liberty County figures reflect the assessed valuation the county applied to the ''fair timber" classification: $32.50 per 
9Cr6« 

3 Nacogdoches County places rural acreage on the rolls at $15 per acre on paved roads and all other rural land at $10 
per acre. This table uses the $15 value, making the figure in column 5 high and that in column 6 conservative. 

> Newton County lllegslly applies the 10 oercent ratio to timpberlands and the 15 percent ratio to all other property. 
Column 4 uses the 15 percent ratio while column 5 employs the 10 percent ratio. 

Table C: Taxes Major Timber Owners Were Not Charged in 1969 Table C 
attempts to show more specific examples of tax loss than does Table B. It dem- 
onstrates how teulty assessing benefitted certain large timber owners at the ex- 
pense of specific taxing agencies. 

Column 1: Name of company. 

Column 2 : Acres — ^The total number of acres assessed at rural valuations that 
the agency’s tax rolls list under the company’s name. 

Column 3: Total taxes agency should have charged Company — Assuming aver- 
age market value of $200 per acre, assessed valuation, x number of acres x tax 
rate per $100 valuation. 

Column 4: Total taxes charged — Number of acres x assessed valuation x tax 
rate per $100 valuation. 

Column 6: Taxes agency lost — Column 3 minus Colunm 4. Note that these 
figures indicate tax revenue lost in 1969 alone. 
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TABLE C.-TAXES MAJOR TIMBER OWNERS WERE NOT CHARGED 1969 



Arfa and company 


taxes 
company 
should have 
Acres been charged < 


Taxes 
company 
was charged 


Taxes agency 
tost 


0) 


(2) 


(3) 


(4) 


(5) 


Angelina County; 

Champlon-U.S, Plywood 


56.91 


628. 50 


$5.70 


I2Z80 


OwenS'Tilinois../. 

Southland Paper Mills 

Temple Industries 


78.828.05 
14. 715.40 
66.268.93 


39.414.00 
7,358.00 
33. 134.50 


7,882.80 

1,471.60 

6,626.90 


31,531.20 

5,886.40 

26,507.60 










63,948.00 


Diboll Independent School District: 

OwenS'lliinois 

Southland Paper Mills 

Temple industries 


160.00 

54.40 

32.851.00 


269.80 
80. 52 
48.619.48 


59.20 

19.98 

12,154.87 


240.60 

.60.54 

36,464.61 


Total 








?6, 729.75 


Hardin County: 

BoisO'Cascade 

Champion'U>S. Plywood 

Internatlonai Paper 

Kirby Corp 

Southern N echos 

Southland Paper Mills 

Southwestern Timber (Eastex) 

Temple Industries 


14.565.42 
27.450.98 
3.211.68 
127.094.00 
7.267.10 
27.021.20 
137.219.81 
, 8.805.11 


6.991.40 

13,176.47 

1.541.61 

61.005.12 

3.488.21 

12.970.18 

65.865.51 

4.226.45 


2.861.11 

5.729.81 

616.80 

26.687.00 

1,545.98 

5,458.32 

26,352.28 

1,520.47 


4. 130.29 
7.446.66 
924.81 
34,318.12 
1,942.23 
7. 511.86 
39,513.23 
2,705.98 


Total 








98,493.18 


Silsbee Independent School District: 

Kirby Corp 

Southwestern Timber (Eastex) 

Temple Industries 


14.079.00 

85.887.98 

4.058.37 


28.650.77 

119.837.02 

8.258.79 


8,517.03 
35. 216.41 
2. 402.60 


20.133.74 

84,620.61 

4.200.42 


Total 








108,954.77 


Jasper County: 

Bleak wood Timber Co 

Champion-U.S. Plywood 

Jasper Timber Co 

Kirby Corp - - 

RoynoldS'Wilson Lumber 

Southland Paper 

Southwestern Timber (Eastex) 

Temple Industries 


24, 561.69 
20,057.02 
60,717. 48 
48,515.00 
5,838.35 
125.00 
91,352.43 
26, 740. 18 


3,929.87 
3,209.27 
9.714.80 
7,762.40 
934. 14 
20.00 
14,616.39 
4.278.43 


2,259.40 
1,879.36 
5. 586.68 
. 4,851.50 

534.52 
11.52 
8. 516.96 
2,666.01 


1,670.47 

1,329.91 

4,128.12 

2.910.90 

399.62 

8.48 

6,099.43 

1,612.42 


Total.. 








18, 159.31 


Liberty County: 

Cnampion-U.S. Plywood 

Kirby Corp 

Dwens-liilnois 

Southland Paper - 

Southwestern Timber (Eastex) 

Temple Industries 


51.395.10 
48.795.00 
1.835.25 
5.657.75 
11.518. 19 
2.217.20 


30,837.06 
29.277.00 
1.101.15 
3.394.65 
6.901.91 , 
1,330.32 


12,154.92 
16. 073.76 
481.20 
2. 026.32 
2. 952.84 
744.96 


18.682.14 

13,203.24 

619.95 

1,368.33 

3,958.07 

585.36 


Total. 








! 38,417.09 


Hardin independent school district: 

Champion-U.S. Plywood.... 

Kirby Corp 


V 4.879.42 


8.343.81 

29.199.14 


2,983.29 

20,521.35 


5,360.52 
. 8,777.78 


Total 








14.138.30 


Newton County: 

Bieakwood Timber 

Champion-U.S. Plywood ^ 

International Paper 

Jasper Timber '. 

KirbyCorp. 


31.269.20 
' 13.66U09 
18.258.17 
66.39 
124.930.00 


9.380.76* 

4,098.33 

5.477.45 

19.92 

37.479.00 


4,534.03 
1.980.86 
. 2,647.43 
9.63 
18,114.85 


4.846.73 

2,117.47 

2,830.02 

10.29 

19.384.15 


Lutcner-Moore. i : . . . . - . - . i 

Newton Timber :.... 

Owens?illinois 

Southwestern Timber (Eastvx).. . . . . . 1 : . . 

Temple Industries • 


52.472.96 
,56. 585.69 
2. 441.53 
31.191.63 
51.296.38 


15,741.89 

16.975.71 

732.46 

9.357.49 

15.388.9i: 


7,609.08 

8.204.93 

354.02 

4,522.79 

7,437.98 


8,13181 

8.770.78 

387.44 

4.834.70 

7,950.93 



Totll 



59, 24$. 32 
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Area and company 
( 1 ) 



Taxes 
company 
should nave 
Acres been charged^ 



( 2 ) 



(3) 



Taxes 
company 
was charged 

(4) 



Taxes agency 
lost 

(5) 



Newton independent school district: 

Bleakwood Timber 

Champlon-U.S. Plywood 

Kirby Corp.> 

Newton Timber 

Southwestern Timber 

Temple Industries^ 


28,409.00 

8,344.00 

48,820.00 

.: 39,301.00 

22,685.00 

7,000.00 


37,783. 97 
11,097.52 
64,930.60 
52,270.33 
30,171.05 
9, 310.00 


13,068.14 
3. 838.24 
23, 433.24 
18,078.46 
10, 435.10 
3,360.00 


24,715. 83 
7. 259. 28 
41,497.00 
34. 191.87 
19,735.95 
5,950.00 


Total 








133,349.93 


Nacogdoches County: 

Owens-Illinois 

International Paper 

Kirbv Coro 


30,859.88 

45,554.15 

9. 00 


17,590.13 
25. 965.87 
5.13 


6. 492.25 
5. 506.78 
.86 


11,097.88 
20,459. 09 
4.27 


Southland Paper 

Temple Industries 


2,945. 40 

7,835.01 


1,678. 88 
4,465.96 


359.77 

965.84 


1.319.11 

3. 500.12 


Total 








36.380.47 


Grand total * 








eo7,816. 16 



»Tax roll entries often do not conform to tho rates taxing agencies claim to employ. These figures reflect these 

2 Some acres are rendered at $23 per acre and some at$24.Thls table employs the $24 per acre rate, making the figures 
in col. 5 a conservative estimate of loss. 

> Taxes lost in 6 counties and 4 school districts. 



COMMERCIAL AND INDUSTRIAL PROPERTY: HOUSTON AND HARRIS 

COUNTY, TEX. 

Kim Quaile Hill 

As is true in most states, the major source of revenue for local governments 
in Texas is the ad valorem tax. The taxing districts under study here are typical 
in this regard : Harris County receives 79 percent of all fund revenues from the 
ad valorem tax and Houston receives over 60 percent of all general fund reve- 
nues from this source. The significant undervaluation of some classes of property 
for purposes of ad valorem taxation, whether by design or assessment difficul- 
ties, not only distributes the tax burden unequally, but also deprives the citizens 
of many public services that could otherwise be provided with the additional 
revenue. 

A major concern in regard to unequal tax treatment is the valuation of com- 
mercial and industrial property as compared with residential property. For vari- 
ous reasons the valuation of residential property is relatively simple : the number 
of transactions (sales) is high, sales prices are readily available, and deprecia- 
tion techniques are simple. In many commercial property dealings, however, 
information is relatively restricted^ Transactions tend to he fewer in number and 
sales price information is more difficult to acquire. Most large financial interests 
prefer that such information remain confidential. It is fairly common practice to 
avoid recitation of the entire consideration in deed records; furthermore, since 
the repeal of the federal documentary stamp tax (effective January 1, 1968), tlie 
only readily available source of market value documentation has been lost. 

Another problem area in the asse^ment of commercial property is the diffi- 
culty in valuing commercial structures such as multi-story office buildings, re- 
fineries, pipelines, and factories as compared with valuing typical residential 
structures. Yet there are accepted techniques for handling such problems and 
professional tax appraisers should be able to appraise these structures just^ as 
readily as the smaller ones. This need for professional tax appraisers points up 
one of the major problems of property taxation in Texas ; with 264 counties, over 
800 incorporated municipalities, and over 1,000 school districts, the demand for 
qualified appraisers is great. Many of the individuals who fill this capacity for 
various jurisdictions throughout the state are hopelessly ill-suited for the task. 

Recognizing that no prior published report has compared the assessment of 
various classes of property in the Houston area, this study compares the assess- 
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lent level o£ CoXty Vre^^^^ReseaS^^ 

ptv in the City of Houston and Harris county, me xux years made 

TRA) of Houston, County, and all 

?cx!.rbjy.' 

hown assessment levels that are reasonably noimf'v The Citv of Houston 
Smenl levels tor the y jor tolne u ni te Intte ta the 

Ifls deemed the TRA study sufficiently 

tnnual Financial RQ)ort of the City „ P, in hip TRA study however, Is that 
Is^ssment level tor the oltj Jhe erjeljl {•''J" “« JtMli" «' resldenllkl prop- 
Operoent ot the Is the general assess- 

■rty sales. Consequently, the IRA study Is no^^^^ accurate reflection 

nent level for all types of P"°P“‘y-,,^tv. f ^ us^^^^ «£ comparison for 

)f residential property levels and It \^1I ^ disparity be- 

‘‘^"ThTresnlBrf^he TOA a^d thS» ot thtS stadp should Indicate failure to 
iSve «%ClSt?on het^n ‘he^^es ^proper^^ 
in order to attain taeanlng aa «^ frdSfnTni rStrket valaea 
rtudy had to face all the ^*®oultIes s ntnivine limited time and funds It was 
n that area. With only of types 

^Se?Sr..Spre.''X^=‘'gSS' r'r«gXrn..*,or tipaa ot 

ait,^!Srta.r.. i,n“"o 

rounded dollar amounts the ^ consultation with members of the 

the transaction or by “real^ circle^' ^ter c^^^ property taxa- 

S Win S'e^HoSPj TeaV” 

sisrv\aoSpa.r;h« 

year of 1069, some of the market thls**dlfference Is a conservative bias in 

z“i'itrthafti’;.‘^x^^^^^^^ 

r.tr..:s“harha'dTt?tVa» 

those Instances where the reported I j-hp tax rolls the items were omitted 

for positive identification of the P^o^rty on the 

from the sample to resolve all ^/rrlfcoL^fy t?^^ and 28 Items on 

The sample contains 40 Items on the Harris^ y . ^ trans- 

the Houston city tax rolls. “®®XTTssMsmeirts were^^s^ed to compute the 
action, and total sales prices „ a^nfpii ratio of 22 percent of 

SS v‘S“tTL”r»s?it: SfiStSiS TZ 

?,lsr„r.?ud'?1K!.d’5‘l)■S?^» ."SZut ru«. tor eou.u.eret.1 property 
of only 7.18 pewent. Ad nprcent of market value. Whereas 

TheCIty of Houston has a stated raMo^ 40 ^roent^^^ 

the TRA study shows a ratio of Obviously these 

merclal property assessed at 16-81 per^nto taxing districts. 

......Od . ™«0 «h». f. opprotd. 

the Houston area. Such areas are planned 1 commercial prop- 
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a report by the Houston r.i«rhHn„ ^ wer^ derived from 



technlqueT ’ ' *" parKS is a reasonably conservative 

Tb™alS?sed^a^’e*’S^’'lbr^^ SSo^firh® taxing districts. 

All of the land was valu^ nf thl improved, 

dustrial parks. The result of this reported by the in- 

into the data in favor of is to introduce a conservative bias 

sample resulted in an assessment Harris County the 

rate ot 22% «"d rraresfdlnM 

Houston the sample vieldpd n mHn iq oJ For the City of 

40% and the S rate atliM the stated rate at 

are quite low; howeve^.twoffi ™.‘f industrial property 

Most of these values on Hip results even more spectacular. 

1970. Since these revaluations r^p niH ‘"creased valuations for 

Ste’HonMoS’^TW r?h '°t™ "MeMment ratloe^tor ^risSnty“.37% 
J ^ offerM for sale and current assessed valuations of that nroneriv Jt 

abmty ofthe taxing auOiorltles to keep pace with current values, 

nr^rtv“w^thM« w of fiiis study to equate the asking price of 

^ market value; however, in a sample of sufficiently la ree size 
there will only be a small discrepancy between the two, If tlie underassessment 
If^ffie*?nd^L?pH*^ a sample were small, it might be attributed to this discrepancy. 

^ ? underassessment is quite large, it cannot be explained bv this 

clearly indicate the need for Increased valuations in that 

TT^ oootains 22 items that were offered for sale during 
July or August, 1970. Using the asking prices as one would use actual market 

fSther PviLnPP nf percent ratio for Houston. This significant disparity 
IS furtMr evidence of the general underevaluation of commercial and industrial 

stSTe^AssuminK^f with residential property in the two taxing districts 
studied. Assuming toat the significant undervaluation documented in Appendix 

Hs“ro.m?r".r T Vf “ ‘"dlcatlon of the assessment levels throug^ufllar 
nmr?v 70 ^’ in fif to, estimate underevaluation of commercial property at 
county and nearly 60% in the city. For industrial pro^ty the 
the c% ' approximately 60% in the county and approximately 66% in 

The Impact of this grave inequality in the sharing of the property tax burden 
g^s far beyond the inordinate unfairness to the small taiyeT^it delves 
city and county governments of funds for pressing vital programs such as Sr 
Control. It Is regfrettable that Industrial dlschLges have 
passed on the costs of policing their wastes to the general public. Doubly In- 
eqmteble Is a valuation system that allows these same Industrial polluters to 
avoid paying their fair share of the public expenditures needed to clean up the 

(H -I 

i-.‘ I Cf 
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Jispoiled environment The result .of this oX\*als wlio ha^^^ criticized 

he industrialists are clear. Houston Seal with the city’s 

Dy the state Water Qua ity the badly needed 

water pollution crisis inconceivable that the citizens of Houston 

cleanup are simply not available. It s , nj_gjig of thousands of dollars in tax 
will tolerate the recurring annual water pollution in- 

desperately needed social services 

continue unremedled. becommendations 

To rectify the immediate problems of property tax abuse in Texas we make 

f„Mion%S X-ce.. .« -on,. 

S S„1. w£n“e^™ a'nd .o provide puldle 

lawyers to assist the complaining taxpayer. fimotion to private firms be 

‘t“^X'?rr»reomeprec^ 



CONCLUSION 

I„ neorlv everj date tte Pr»P«V,L“LTiS “ 

le revenue for our cities, otlnues to deprive local governments of 

luality in valuations and . among the states in oil and gas reserves, 

iinds. The stateof Texas, which is flret^ bottom of 

im Hs"t ?n‘?l’a?totion"???he basic social services. This does not need to remain 

0 . Property ‘f * officials to the substan- 

A report released almost nine mont^ ago a „ Basin. This report has 

lal undervaluation of oil and gas ^ renort the loss to the school 

«en ignored by Texas political to be nearly 

listrict in one county alone as a result of ^dervaiimuo^ na^^^ 

ne million dollars a year for ^ent by the local County Judge 

oncern of that county s citizens, a ^ introduction of this evidence of 

hat a “serious question Md ^ 1970) \he state government has re- 

mdervaluation (Odessa Anmrican June 3^^ ^ 

nained indifferent and unresponsh e. Just one 

Jpeaker of the House leadiM ^industries.” (Austin American, 

,;JTrranted attack on one 

rp^oVr<^or«rr ^ 

SSr'Atwerh.f dl« nbont . problem .bat eouarelv 

L-hallenges the respectability of indicate that the '.nequality of 
The findings of this latest report now c ^ abuse unique to 

SrrraTl 1 .=n“fne«^^^ 

SMd‘’.rSaKlUeS| ■=«« 

‘TbriSK^ 

are facing their ^eatest cr ses in histoir, ‘^“‘^g^er knew they had. Under- 

immediately with money in i^„„HorfnTnHon of corporate industries from oil 
valuation of timber Interests __jp_ jg not lust a Texas phenomenon. It Is 

companies to banks to first, fundamental step 

tbrc'r,raf p 
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Material Supplied by Other Than Witness 



FROM SENATOR MUSKIE 



October 14, 1971. 

Commissioner J. E. Luokett, 

Department of Revenue, 

Frankfort, Ky. 

Deab Couuissioneb Luokett: Tbank you for your letter of October 12, re- 
sponding to the comments Mr. Nader made on Kentucky’s property tax adminis- 
tration when he testiSed before Senator Mondale’s Select Committee on Equal 
Educational Opportunity. 

I have forwarded a copy of your letter to Senator Mondale for his information. 

As you may know, the Kentucky Law Journal recently published a symposium 
on the property tax and honored me by including an Introduction I prepared for 
the symposium. In the Introduction, I noted the high rating Kentucky had re- 
ceived from the Advisory Commission on Intergovernmental Relations with re- 
gard to the property tax. You and the other public officials in your state can be 
proud of the Advisory Commission’s appraisal of your efforts. 

With best wishes, I am 
Sincerely, 

Eduund S. Muskie, 

TJ.B. Senator. 



COUKONWEAETn OF KENTUCKY, 

Depabtment of Revenue, 
Frankfort, Ky„ October 12, 1971. 

Hon. Eduund S. Muskie, 

Chairman, Senate Subcommittee ok Interyovemmental Relatione, Old Senate 
Office Buildiny, Woehinyton, D.O. 

Deab Senator: In recent testimony before the Senate Select Committee on 
Equal Educational Opportunity, Mr. Ralph Nader cited Kentucky ns a bad ex- 
ample of administration of property taxes, according to a newspaper story ap- 
pearing in the Courier-Journal, Louisville, Kentucky, October 1, 1071. 

As chairman of the Senate Subcommittee on Intergovernmental Relations, 1 
thought you would be interested in getting the facts on the allegations about 
Kentucky property tax practice ; therefore, I enclose a Xerox copy of the reported 
Nader statement and my comment reported in the same paper October 7, 1071. 

It is unfortunate that Mr. Nader did not check his facts more carefully, or up- 
date them. There is a difference between conclusions drawn from partial and out- 
dated information and conclusions drawn from total information systematically 
prepared and current. The Kentucky Department of Revenue, which supervises 
the county valuation of property, is totally committed to sound tax administra- 
tion and welcomes an opportunity to set the record straight 

Insofar as valuation practice is concerned, the U.S. Census reported Kentucky 
with the highest average assessment level of any state for 1060 and we think 
their current (1071) survey when completed will show a similar ranking. More- 
over, the Advisory Commission on Intergovernmental Relations has reported that 
Kentacky is one of the few states that has made notable improvement toward 
uniformity and equity in the valuation of property for taxation. For your in- 
formation, Dr. John Shannon, Assistant Director. ACIR, is familiar with Ken- 
tucky policies and can offer an objective view of the situation. 
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allegations, we invited the reporter for the Courier-Journal 

selve“to hl8***8to^?’“‘^^“* 

Sincerely, 



Enclosures. 



J. E. Lvokett, 
Commissioner of Revenue* 



(From the Courier-Journal, Louisville, Ky., Oct 7, 1971] 

Kentucky Revenue Chief Rebuts Nadeb on Taxes 
(By Don Walker) 

n Revenue Commissioner James Luckett yesterday Issued 

m‘ i * ‘■ebuttal of consumer crusader Ralph Nader’s charges before 

nnnn»^l n.if Commercial proimrtles In four Eastern Kentucky 

counties get off easy when property taxes are assessed. 

..hiih" of “Candid Camera,” Luckett relied on aerial-photo maps 

integrity of acreago listings on the tax rolls. ^ 

“•“> Harlan. Luckett 

fj? hi h ‘‘amazingly accurate” In 65 Kentucky counties 

in which the mapping program has been completed. 

week, the commissioner zoomed in on Pike County and 
said a photo map Indicates that the county apparently was "overlisted” rather 
than wverely shorted in propery listings as Nader had charged. 

Nader told a Senate committee In Washington last week that local property 
tax assessors throughout the nation often underassess property of commercial 
and coal Interests and sometimes fall to put it on the tax rolls at all. 

An aide to Nader later acknowledge that speclflc charges about Kentucky 

personal investigation but on published reports, par- 
Association (NEA) commission’s report In May. 
The NEA commission held education hearings in Kentucky earlier this vear 
Luckett averted that Nader’s criticism is “Just plain wltLut fo,mda?lo“ . 

* u (such) statements without some personal verification of 

what the facts are.” 

Claiming that property assessment in Kentucky is “of exceptionally high qualltv 
Compaq with (assessments In) any state,” Luckett fired his verbal barrage 
agalns. Nader In an attempt to refute, point by i>oint, examples Nader used to 
Dolster his criticism. 

Nader said that In 1007, 40 to 60 per cent of Pike County’s land was either un- 
derassessed or not listed on tax rolls. 

- Luckett, "there may have been an overllstlng.” Aerial photos 

of I ike County In 1060 revealed there was slightly less nonurban acreage in the 
county th^ was on the 1060 rolls. The photo map found 413.344 acres comiiared 
with 4.4,268 acres that had been estimated to exist by the county proiiertv 
valuation administrator, Luckett noted. 

Elkhom Coal Corp. had been paying county proimrty taxes of less 
than 22 cents an acre on Knott County coal rights under development by Na- 
tional Steel Co. Nader claimed It was expected that 14150,000 tons of coal a 
year would be mined from the holdings. 



BIOHT SHABEU BY TWO riByS 

Lackett and two If his staflf members said the mineral rights actually are 
shared by Elkhom and Consolidated Coal Co., and they estimated that the firms 
have been paying “closer to 40 cents an acre In property taxes.” 

The offlcials noted that Elkhom owns approximately 15,000 acres of mineral 
lights in Knott County assessed at $582,534, and Consolidated owns ^500 acres 




of mineral rights In Knott. Portions of these tracts make up a proposed mine 
which Consolidated Is developing jointly with National. „ 

Consolidated’s property, Including mineral rights and equipment at the uncom- 
pleted mine, was as.sesse(l at $2.5 million as of Jan. 1, continued Luckett. 

Nader charged that the Tennessee Valley Authority (TVA) owns 8,800 acres 
of “extremely rich coal land” In Bell County and, since no taxes were paid by 
the former owner, TVA is paying none. 

Luctott says TVA acquired the 8,800 acres after a former owner, who paid 
$8,000 for the mineral rights In the 1940s, defaulted on a contract to produce coal 



fOlT V A - 

“The mine proved to be worthless under present day mining conditions because 

of a drainage problem,” said Luckett. ,, „**£hkq 

TVA values what Nader called this extremely high coal land at $8,153, he 
added. Under federal law, TVA makes In-lleu-of-tax payments equal to taxes 
previously paid by owners of land. Apparently, TVA could not make such pay-. 

ments legally If no taxes were paid previously, not^ Luckett. 

Nader charged that U.S. Coal and Coke, a subsidiary of U.S. Steel, In 1086 
paid only $84,800 In property tax In Harlan County on two producing mines val- 
ued at $9.8 million. j * 1 . * 

Ludcett said the $84,000 represented state and county taxes only, and that 
when sdiool property taxes were added, the company paid $148,520 In property 
taxes In 1966. Since 1966, the company’s assessment has been adjusted upward 
from $9.8 mllUon to $10.4 million and It paid $176,689 In taxes this year, It was 



Mineral rights assessments, like other property valuations, are revised about 
every five years to reflect current market values, the oflBclals said. 

Pike County undeveloped coal rights, for example, were assessed on a range 
of $26 to $200 an acre. But It is proposed that the 1972 assessments be revised 
to reflect a current market value of $60 to $20 i>er acre, said Luckett. ■ 



Divnoui/rT IS aoknowledoed 

The commissioner acknowledged that judging the value of unmlned coal Is 
“a more dlfflcult assignment” than normal property valuation. Critics often fall 
Into diflknlty because they do not understand the variables that affect the value 
of untapped minerals, he maintained. These variables Include the type of coal 
seams, location and accessibility, and whether — or to what degree — the seams 
can be mined, the commissioner noted. 

Zone maps have been drawn of 12 Eastern Kentucky counties showing the 
value ranges of undeveloped coal rights according to the variables Involved, said 

Luckett ^ ^ X ^ 

These tone maps — not aerial photos— are prepared by state Revenue De- 
partment geologlste with advice from local property value administrators and, 
sometimes, with help from other knowledgable persons, Luckett said. These maps 
which are revised periodically, serve as the ofllclal assessment guides for coal 
rights he said. 

Also, said the commissioner, owners of coal rights are required to pay a prop- 
erty tax premium when the coal Is mined. 

“Each year the number of acres mined In the preceding year Is valued for cur- 
rent assessment and a comparable acreage Is (newly) listed as 'developed coal’ 
to reflect a current market value of $50 to $200 per acre, said Luckett. 



'SOBLEiOmO OOUPABISOn’ 

Under questioning, the commissioner conceded that raw flgures might be inter- 
preted as giving coal rights a relatively lighter assessment In comparison with 
farmland. 
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For example, the $25-to-$200-an-acre range on potentially rich coalfields in Pike 
County compares roughly with the tax values set on just poor-to-fair farmland 
in the state, and the best farmland might be assessed at from $400 to $1,000 an 
acre, the commissioner acknowledged. 

“But this is a totally misleading comparison without calling attention to the 
fact that literally millions of dollars must be spent to recover the coal — otherwise 
it has no value whatsoever,” he said. “These expenditures must include not only 
mining but other facilities such as rail to open up the market,” said Luckett. 

Also coal valued at $25 or more an acre may lie for 60 years and never be 
touched, but the taxes at the assessed value continue, he said. 

AERIAL-PHOTO MAPPING CONTINUES 

Luckett said the aerial-photo mapping of the state continues at a slow but 
steady pace. In addition to the 65 counties already mapped, six projects are in 
progress, another is under contract and 13 counties have requested aerial maps. 

The state bears the full cost of the mapping— $250,000 was appropriated for 
the purpose this biennium — but county fiscal courts must request a map. And 
the county government must promise to use the map in its assessments. 

Luckett said that the photographing, which includes pictures of principal build- 
ings on all property, has uncovered major assessment shortages in only one county 
so far. This was in Marshall County in 1957, and a large number of new homes 
on Kentucky Lake were found to have escaped assessment, the commissioner said. 

[From the Courier-Journal, Louisville, Ky., Oct. 1, 1071] 



Kentucky Tax Assessors Too Lax, Nader Charges 
(By Leonard Pardue) 

Washington — Crusader Ralph Nader attacked the way state and local 
emments administer property taxes yesterday, and he cited Kentucky as a bad 
example. 

Nader charged that at least $7 billion a year in property tax revenues nation- 
wide aren’t being collected by state and loval governments because of tax admin- 
istrative practices. 

His chief criticism was tliat local property tax assessors frequently under assess 
the value of property owned by major industrial and commercial interests, and 

in some cases fall to put it on the tax rolls at all. , „ xt j 

Under assessment “has literally starved the schools In Appalachia, Nader 
said in testimony before the Senate Select Committee on Equal Educational Op- 
portunity The committee's Inquiry Into the subject had led to an appraisal or 
finances as one cause of lack of equal opportunity. School systems are heavily 
dependent on property taxes for revenue. 
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Nader gave these Kentucky examples to bolster his argument: 

In Pike County in 1007, 40 to GO percent of the county’s land was either under 
assessed or not listed on assessment rolls, according to a fact-finding team ap- 
pointed by the County School Board, Nader said. Yet that year the school system 
had a $113,000 deficit. 

In Knott County, National Steel Co. is developing a mining complex including 
a tipple and preparation plant on 14,200 acres of coal land, and the operation is 
expected in produce 1,250,000 tons of coal a year. A railroad line is being built to 
serve the operation. Yet the owner of the land, Elkhorn Coal Corp., has been 
paying county property taxes of less than 22 cents an acre,” Nader said. He did 
not cite the source of these figures. 

In Bell County, the Tennessee Valley Authority acquired title to 8,800 acres 
of “extremely rich coal land” for which it was required to pay normal property 
taxes for the first three years of ownership. TVA got the land when a supplier 
defaulted a coal contract. But since the land hadn't ever been listed as appraised 
by the tax assessor, no taxes had been paid by the former owner and TVA is pay- 
ing none, Nader said. He cited AVhitesburg attorney Harry Caudill as his source. 

In Harlan County, U.S. Goal and Coke, a subsidiary of U.S. Steel, in 1966 paid 
only $34,500 in property tax on two producing mines valued at $9.3 million, or 
about one-tenth uluit it would have paid in some other states, Nader said. 

“Throughout Appalachia, the story is the same,” he said. “The people are poor, 
the schools are poor, but the owners of coal land enjoy a property tax field day.” 

It was learned after the hearing from a Nader aide, James Rowe, that Nader 
had not conducted his own investigations of the specific Kentucky counties men- 
tioned. Rowe said the sources of information for the Nader testimony were pre- 
vious published reports and earlier testimony by others at hearings conducted 
in Kentucky by the National Education Association. 

Nader also cited instances in Texas and Maine— where Rowe and Nader has 
conducted investigations— and in Indiana and Minnesota to support his view that 
there exists a national pattern of property-tax favoritism toward commercial and 
industrial interests. 

Listing an Indiana example, Nader said that in Gary, Ind., where the schools 
face a $9 million deficit, U.S. Steel “has been stronger than Gary's property tax.” 
State law allows industry to present their own assessments to the local tax-as- 
sessor who is then supposed to cieck the figures. But U.S. Steel, Nader said, re- 
fuses to open its books to the assessors for such checks. 

Nader said that local taxpayer groups in various parts of the country are more 
and more frequently organizing to seek property tax reforms, which he called 
“The No. 1 political issue at the local level for middle-class Americans.” 

Sen. Walter Mondale, D-Minn., the committee’s chairman, agreed with Nader's 
charges of property-tax abuse. “I think that picture is almost beyond dispute,” 
Mondale said. 

In response to questions, Nader said he had no reform proposals beyond urg- 
ing uniform application of the property tax by state and local governments. He 
also said the federal government might encourage this by insisting on fhir prop- 
erty-tax practices as a condition of f^eral aid. 
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Resliciiig the School Pie 



John E. Cf)ons, Stephen D. Sug:irni;in, and AVilliani II. Qunc III 



O 

ERIC 



State systems of taxing and spending for elementary and secondary education 
tend to conil)ine misery and mystery in equal parts. Historically, the school 
money deliates have heen dominated by specialists on such complex questions 
as “subvention/* “overhurden,” and “equalization formulas/* effectively insulat- 
ing the institution from the scrutiny of its victims. Today, however, in what 
may be the last shot in the skirmish on poverty, school finance is finally receiv- 
ing serious public attention: 

ITEM* President Nixon has appointed a School Finance Commission. ITEM. 
The Supreme Court has twice in the past two years been asked to strike 
down as unconstitutional the methods by which public education is pres- 
ently financed; it has not foreclosed the question, and may be forced to face 
the issue directly in its next term. ITEM. Governor Milliken of Michigan has 
proposed shifting from a shared state-local school finance arrangement to an 
essentially state funded one. ITF.M. The Office of Economic Opportunity 
has announced its willingness to sponsor experimental tuition voucher pro- 
grams; Governor Rugan of California has commented favorably on one form 
of the voucher plan. ITEM. Governor Rockefeller of New York has appointed 
a blue-ribbon commission to make a comprehensive examination of the quality, 
cost, and financing of elementary and secondarj' education for the coming 
decade. 

All this may stimulate a large yawn; yet there may be surprises in store. A 
variety of hostile forces are beginning to converge on the old System. Lawyers, 
, ediic.itors, and social scientists increasingly score the unfairne.ss lo students and 

taxpaycis of our reliance upon local property taxes; voters (allegedly propert)' 
ovMicrs) reject local bond issues, budgets, and property tax overrides nt an 
; alarming rate; striking teachers demand an even higlier priority fi>r cduc.it ion 

on our list of nation.il commitments; school districts reluctantly shorten the 
sehool year because of ilie money pinch; Catholic schools either close m 
gel along, praying wiili tlicir public counterparts f«»r a governiiiciii.il .v 

The arr/ViTj jr,* and the ^mthors of Private Wcaltli .uu! Ptihhi- 

pnhIhheJ by hlAr\\,rJ Vuivetsity Press, .Ur. Coom is professor of Ine et fn/r. i»f 
Citifors/ijf He rlefey : \ tr, r /«.» n is an ^ssochre xcitb 0 \\ !eh\*J\ .» /.’d *\ ty ers, !,**s • ^ 
and Mr, CIttftc is a ;/A /«/vr of the Winois 5.ir and Loitttud and rese.it eh \tsioehre ,it 

the Iliifio is Inst i tttte for Soei.il V ol iey . 

Mtf mi, Vol. 77. No. 4 
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that will keep parochial pupils from landing in' the overburdened public 
schools. 

Ironically, this tumult comes as leading educational critics proclaim the utter 
irrelevance of current schooling, especially in our cities. The system is not dis- 
eased, they say; it is a corpse that more cash will simply cosmetize. Their hope 
— if hope they have — is integration, is accountability of teachers, is individuali- 
zation or technology; it is not money. Even many of the most radical structural 
reformers, decentralizers, and political participators decline to engage serious- 
ly the question of economic support for their enterprises. Their know-nothing 
attitude is, to an extent, pardonable; financial reform will not itself revitalize 
education, and iis pursuit lacks the allure of public combat over more visible 
and glamorous objectives. Regrettably, it is a precondition to improvement of 
any sort whatsoever. 

• * 

Viliams and Victivis However, even the idea of 
financial reform in education is as confused as the rhetoric of equal opportunity 
that confounds the debate. Lest we sin ourselves, an initial clarification is indi- 
cated. The issue is not quantity. Even conceding the onus of guilt borne by a 
curmudgeon federal government, the critical need hi school finance is not 
siwply for snore snoney. The fundamental evil of the present system is reliance 
upon local property taxation of unevenly distributed property 'wealth. This is not 
so complex a matter as sometimes it is made to appear. Simply put the tragedy 
involves tw^ villains and two victims, all four of which typically inhabit school 
districts with low property wealth per rupil. The villains are higher tax rates 
for education and lower spending in schools; the victims arc the children and 
those who bear the taxes for their public schools. 

Consider this example from Los Angeles County in California. Michael, a 
fifth grader, lives in the Walnut clementarj* district; in 1968-69 the cost of his 
public education was $500. His friend, Robert, lives in the Keppcl elementary 
district; in that same year his fifth grade spent $786 per pupil. Each boy’s family 
has the same income and owns a home of the same value (Hftarket and assessed). 
Michael’s house is taxed at 3.28 percent of assessed valuation; Robert’s at 2.33 
percent. The California “systcm’’-thus provides substantially fewer school dol- 
lars for the children of those in the Walnut district who pay the higher tax rate. 
The example chosen is conservative. It is typical of our states. 

Disaster of Form The historical parent of this 
prodigy is the rough compromise that emerged from the struggle after 1850 
between the public school enthusiasts and their individualist opponents. The 
victory of the schoolmen w'as never eomplete; education was made eompul- 
sory and universal, but the principle of state responsibility was never elearly 
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accepted. Instead, tlie local community became tlic foundation of “public” ed- 
ucation, a result which tempered individualist fears of a monolith, making the 
enterprise politically possible. In an agrarian economy witli a fairly uniform 
distribution of wealth within most states, this parceling out to local units of the ^ 
new duty to educate might have been seen as tolerable to both sides. After. an-* 
other quarter century of economic change, the nightmarish reality began to 
surface. What the individualist had surrendered in the establishment of public 
education was beyond recall; what the reformers had bargained for in equality 
had become a casualty of the industrial revolution. 

By 1900, the clustering of wealth in urban foci already was well under way. 

Then, as now, school districts in most states depended for their principal sup- 
port upon the power delegated to them to tax the value of real property located 
within their boundaries. As the disparities in taxable wealth widened among 
communities, education prospered in some districts and foundered in others ! 

for reasons unrelated cither to local need or local enthusiasm. Balkanization of 
education had come to mean good schools in the rich cities and the virtual col- ,• 

lapse of many rural districts. PubUc education has never recovered from this 
original disaster of form. The identity* of rich and poor districts shifts and ; 

changes with time; in some cases cities favored through the first half of this >. 

century may now face the problem of corporate poverty*. But for town and 
country alike the iron rule of the sy*stcm is unaltered; the dollars spent for a 
child's education are a function of the wealth of his school district. Today in 
some states the taxable wealth per pupil in the richest districts is 100 tinies the 
wealth in the poorest. 

State "equalization” programs of aid to poor districts have been the typical 
twentieth century response to this problem. From state to state there is consid- 
erable variation in these devices whose details arc impenetrable to the amateur 
and deserve no attention here. Their principal effect is anesthesia for the out- 
rage of the victims. State support for poor districts is made highly* visible and 
thus politically' effective in tranquilizing local indignation. However, the notion 
that the districts have been “equalized” is transcendent fiction. So far from 
reality is it that in California, Wisconsin, Illinois, and elsewhere millioiw in | 

"state aid” have been identified which, under existing legislation, actually ben- 
efit only* the wealthy districts. This aid is a bonus for being rich! The conse- 
quence of the system is disparity- in spending, which in Gilifornii districts ^ 

ranges from well below S.'OO to $3,000 per pupi) | 

Seeing this helps to c.xplain the durability of the local property tax de.'pite | 

the predictions and 'uprecations of politicians, property owners, journalists, | 

and others prone to discover ta.\pay*cr revolts. Plainly*, it sttrs ives beeaiise it is j 

the basis of a highly effective sy*stem of privilege. Comnninities that cnj«iy high i 

property values per pupil, cither because of the presence of wealthy residents j 

I 

I 

I 

] 
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or of liuliistry, can have good schools (and other municipal services) for a 
cheaper tax rate than their poorer neighbors. Such communities and their resi- 
dents have a strong interest in presen ing the discrimination. 

The benefited class is a peculiar one: it is not distinguished simply by per- 
sonal wealth. Rich families sometimes live in districts poor in taxable wealth, 
while some of the richest districts arc industrial enclaves inhabited largely by 
blue collar or poor families. Overall, however, there appears to be a correlation 
between personal wealth and district wealth, and it is the children of the poor 
living in poor districts who arc the most poignant victims. These families can- 
not afford to move or to choose private schools. By and large they are white 
families, at least in the North. Minorities tend to cluster in larger cities near or 
somewhat above average in wealth. This is not to say that such minority chil- 
dren arc never victims of fiscal discrimination hiside their district of residence, 
though that particular swindle itself is beginning to decline. 

The problem, then, is not vicious motivation or conspiratorial purpos<^ but 
merely wild and arbitrary imposition of privilege and deprivation according to 
the accident of district wealth. The cnl b blindly structural in the most primi- 
tive sense that the state has created a discrimination machine. DUtricts 
above the median in wealth naturally resist change, and they arc politically 
vigorous; districts of roughly average wealth have no clear stake in reform and 
arc apathetic or even turned off by the centralist rhetoric of most of the re- 
fonners. Only poor districts w'ould clearly benefit, and their historic failure 
to move thc'icgislatures is not surprising. 

Judicial Intervention Ironically, this chronic po- 
litical impotence of the victims itself may assist reform by sanaioning judicial 
intervention. It is not fanciful to describe the projected relief for children of 
poor districts as another rescue of a (bterally) disenfranchised minority, mo 
but the Supreme Court could brake this machine so insulated from ordinary 

majoritarian politics? — - 

However, seen as a constitutional issue for the court under the Equd Protec- 
tion guarantee, the matter becomes complex. Three pointed problems of judi- 
cial role threaten to bar even threshold examination of the problem. First, to be 
effective in dealing with any issue of this magnitude, the Court must be able to 
aniculatc a clear and principled basis for condemning the s)'stcm. "nic prin- 
ciple must permit reasonably accurate prediction of future decisions involving 
a variety of possible legislative responses. Second, sensitive to its noncicetive 
and .antimajoritarian character, the Court should shrink from imposing a um- 
fonn svstcin upon the states. Its primarx- objective should be not to bind but to 
loose tile legislatures from the existing log jam, sparing whatever is triable in 
the old order and permitting a wide variety of new state systems. ir , the 
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Court will need confidenec that its will can be enforced. However, the first is the 
key to all; the primary concern must lie the discovery of a satisfactory standard 
by which to judge st.«c systems. So far it is the- failure of litigants to ofTer such 
a standard that has alienated the judges who have spoken on the issue. » 

Untol this year two cases had reached the Supreme Court, one each from' 
Illinois and Virginia. The three-judge federal panel in Illinob dismissed for 
hek of “discoverable and manageable standards" a suit which asserted a 
duty of the state under the Hth Amendment to spend for eaeh child according 
to his individual needs. The Supreme Court affirmed without argument or opin- 
ion, and with but one dissent. Except for an additional dissent a similar com- 
plaint in the Virginia case met an identical fate in the following term of the ■ 
high Court. Counsel in the several remaining cases are seeking a standard that 
will pass judicial ntusier and yet be effective. The problem is urgent, as crucial 
cases in California and elsewhere proceed to their final disposition. Thus far, the 
Court appears to have kept an open mind. A recent appeal in a school finance case 
from Florida presented an opportunity to seal off debate on the issue. Instead, the 
Court sent the case back for trial. This leaves the final judicial anstver perhaps a 
year or more away. 

The difficulty in this quest for prindple is illustrated by the disunity of the 
critics, some of whose proposals have bordered on the extreme. For example, 
one formula — an amlogy to the one man-one vote rule— asserts a duty to spend 
equal dollars per child throughout the state. The federal judges in the Illinois 
suit declared thb “the only possible sundard" and then rejected it. Only die- 
hard egalitarians would quarrel with the court’s assertion that a rule forbid- 
ding cempensator)* spending is the last thing we need. \Vhat then of the “needs” 
formula proposed by the Illinob and Virginia complaints? The primary’ flaw' 
in such a standard is that it b really not a standard at all; indeed, it is the re- 
placement of all standards by the purest nominalism, eaeh ehild bearing his own 
“rule.” Thb approaeh may be salistactory’ for educational philosophers; its ap- 
peal to judges is less obvious. Finding and enforcing the dollar rights of each 
child according to his needs (whttevf.r that may’ mean) is not an activity in 
which courts will be eager to engage. 

Two other formulas eontending for scholarly and judicial attention at least 
can claim status as bona fide principles. Each b simple and is cast in the nega- . 
rive — that is, as a proscription of particular state action, thus avoiding the 
problems raised by insisting upon a duty of specific legislative behavior. Under 
Proposition One the state would merely be forbidden to permit variations in 
district or .family wealth to affect spending per pupil. Proposition Tvso would 
agree but would add a prohibition against variations in the number of dollars 
spent on cny’ child by virtue of hb place of risidenee. Thb difference is highly 
significant. Proposition Tvo (Professor Arthur Wise) is a centralizing prin- 
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dpic s.uis(icd only liy str^fcwidc standards for spending. Vropositiou One 
would pennit local decision resulting in tlic spending of more or fewer dollars 
per pupil from one unit to another, so long as th(»sc variations in spending are 
not in .my degree the consequence of variations in \ve.ilth. 

I'ogcthcr these two propositions draw the line of battle between the cen- 
tralists and tltose favoring local incentive. The former are outraged that the 
quality of education could be affected by differing enthusiasm for education 
from district to district. On the other hand, the latter see in local decision a 
source of health, variety, and citizen involvement plus an insurance against the 
statewide mediocrity risked by centralization. In any case, one’s policy pref- 
erence in this regard should not be confounded wnth his view of the Constitu- 
tion. Kven centraliz.ers should prefer Proposition One if the Court sees preserva- 
tion of local choice as the condition of its intcn'cntion. Continued local choice, 
liberated from the effects of wealth variations, is a more attractive prospect 
than no refomi at all; besides, who can say the legislatures wnll not be persuaded 
to centralize once the old order is invalidated under Proposition One? 

Poaver Equalizing: Districts . However, our own 
preference for Proposition One is not purely tactical. The use of relatively 
small units to determine important aspects of educational policy seems to us 
plausible; and it is quite feasible to make existing school districts substantially 
equal in their power to raise money for education. Even retaining the property 
tax as the local source (we would prefer a local income tax), such parity of 
power could be managed through a combination of state subsidies, rcdistrict- 
ing, and other devices. The resulting sy'stcm is called “power equalizing.’’ Sup- 
pose, for example, the legislature provided that all districts might tax local real 
property at a rate of from I percent to 3 percent and that the district’s own 
choice of specific tax level within that range would, in accord with a relation 
set by law, fix the district’s spending level. The amount per pupil actually 
raised by the tax wnuld be irrelevant. What would count is how hard the dis- 
trict chose to tax itself, not the wealth on which the tax was levied. The rela- 
tion might be as simple as the following table: 

Locally Chosen Tax ' Permitted Spending Per Student 



1% (minimum permitted) 


$ 500 


1.1% 


550 


2% 


1,000 


3% (maximum permitted) 


1,500 



Mcclianically it might operate in a variety of ways. For example, if a district 
taxing at 2 percent rabed $800 per student, it would be subsidized S200 per 
student from general sources by the state. If a district were wealthier and raised 
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$1,200 at 2 percent. $200 of this would l»c rcdistriliutcil as part of the subsidy 
for poorer districts. Alternatively all prrKrccds of the l(»c.illy chosen taxes could 
be paid into a state pool with all disbursements made from that pool based solely 

upon the local tax rate. ^ _ * 

Power equalizing formulas can be adjusted to take into account va^riations 
in the cost of educational goods and serv ices from place to place. They can also 
be tuned to reflect subtler economic factors such as municipal overburden and 
educational considerations such as the “needs" of disadvantaged (or, fur that 
matter, gifted) students. In short, power equalizing formulas provide the base 
for any true "compensator)'" scheme. 

Power equalizing also is an answer to the central dilemma of the community 
control movement: how can an urban enclave like Ocean Hill-Brownsvillc 
achieve political autonomy without accepting economic prostration? Every dis- 
trict, irrespective of size or wealth, through power equalizing can be rendered 
both independent and equal in the power to educate its children. The poverty 
of a neighborhood's tax resources cannot by itself justify continued subordina- 
tion to a larger school district. If the state desires it, Ocean Hill-Brownsvillc 
can be economically as unfettered as Scarsdale. 

Pover Equalizing: F/nmlUs Some have sug- 
gested that power equalizing can satisfy both the centralist drive for equality 
and the objectives of loal government by a further extension to the family- 
level. Imagine, for example, that each family with school-age children is a small 
school district that has been equalized in its power to tax itself and to spend 
for education. .\ll parents would choose among schook, each of which operates 
at a set level of cost per pupil, say $500, $800, $I,l00, and $I,400. The school 
would receive its income (for secular instruction) from the state; it could 
charge no funher tuition. The family’s choice of a school cost level would fix 
the rate of a special tx\ upon its own income. The tax rates also would vary by- 
family income class with the aim of equalizing for all families the economic 
sacrifice required to attend any school at a given spending level. For example, a 
w-clfarc mother might pay $15 in tax for all her children to attend a $500 school; 
for that Siinic school the tax price to a middle-class family might approach the 
full $500 cost, while the price to a rich family would exceed the full cost. 
|l,400 school might cost these same three families SlOO, $1,000, and $2,000 re- 
spectively. 

Schools in such a system could be all public, all private, or mixed. *1 he eon- 
straints on curriculum could be few or many, but any substantial himtation 
would frustrate at least some of the purposes for trying such a system in the 
first place. One important object is, after all, for the first time to give a true 
choice to all families— including the poor. Through family choice, it is argued. 
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coiti|>ctition and c\pcrinKntJtion’ would be stimulated and variety and qual* 
ity thereby cniunccil. Also better matching of schools and children would be 
clTcctcd by the judgments of parents and children than by an impersonal at* 
teniLmcc boundary* for the neighborhood or the judgment of an expert. In pro* 
siding choice to the parent, an anssver also would be given to the other dilemma 
in the community* control movement: how to maintain a true “community’* 
while respecting the interests of dissenting minorities. In a family based ^*stcm, 
the community* would be transformed from an artificial and inescapable com- 
munity of geography to a community* of interests, one freely chosen and freely 
abandoned. 

Obviously* the detaib of such a system would have to be carefully 
tailored if such ancillaiy* polidcs as racial integration, fair competition, mini* 
mum standards, and job security for teachers were to be satisfied. The model 
“Family Choice in Education Act” which has been drafted to express these 
policies comprises hundreds of pros'isions. It encourages private schools with 
guaranteed loans but protects pubL'c schools against unfair competition by 
limiting the capitalization of private schools. For similar reasons it disallows 
contributions either from interested sources or for ideological objectives. The 
model act also puts pupil admission to a school on a random basis, thereby maxi* 
miring racial and sodal integration. To assist the choices of schook by* parents, 
an elaborate system of information and counseling w*ould be provided. Of 
course, free and adequate transport would have to be made available. In 
all respects, ^e complex provisions of the model act strive to assure the fullest 
measure of indq>endcnt action and equality of opportunity for schools, par- 
ents, and pupils. 

Hou*cver, an interesting division recently has emerged between what may be 
vicwxd as the centralists and decentralists among family choice proponents. 
The schism is illustrated by a proposal for educational vouchers outUned by the 
Center for the Study of Pubhc Policy at Cambridge, a proposal that conceiv* 
ably will be supported by the Office of Economic Opportunity in a series of 
experiments. {Teachers College Record, February, 1971.) Though reflecting 
some of the aims of the model family choice act, the CSPP proposal specifically 
rejects it and offers in its place a striking contrast. Rather than provide equal 
access for all to schools of different quality, the CSPP model deliberately* tends 
to equalize all schools in the voucher system at a level of quality to be centrally*, 
not parentally, determined. This uniformity would be achieved by giving more 
money* to schools with a higher population of disadvantaged children. It 
w*ould not allow for variation in spending in accord with the ta.\ effort families’ 
are willing to make for their education. Effectively, parent who arc poor 
would be denied the opportunity to aspire to an education which is not merely 
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ditTcrem in style but qualiutiscly superior to the govemmentally mandated 

minimum. . 

The eSPP model is the expression of a plausible— if, to us, misttken— s-alue 
choice in education. It is probably compatible xvith the constitutional test wx . 
have offer^ since (depending upon its eventual details) it divorces quaUty * 
, in public education from variations in wealth. Along xvith powxr equiliring 
systems— both district and family— it nicely illustrates the boundless possibili- 
ties for experiment and change in the structure of American education. If the 
old order survives another century, it will not be for want of altemadvx models. 
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A Modex Complaint fob use in State Coubts fob Attack Upon Wealth 
Discbimination in Pubuo Education 

No. Suit to secure right of plaintiff classes under United States Consti- 
tution and laws of that quality of public education not be a function 

of wealth. 



CoUBT OF THE STATE OF 

FOB THE County of 

John Serrano. Jr., individually ; John Anthony Sebbano, by John Serrano. Jr.. 
bis guardian ad litem; Lilllan Acuna Aceves, Individually; Billy Aceves. by 
Lillian Acuna Aceves. his guardian ad litem ; . . . . 

PLAINTIFFS ^ 



V, 

state of ; t Attorney General of the State of ; 

— Treasurer of the State of — ; Superln- 

* tendent of Public Instruction of the State of ; 

Name. members of the Board of Education of the 

State of ; Controller of the State of ; 

, Tax Collector. County of ; Treasurer. 

County of ; » Superintendent of Schools of the 

County of ; Name, Superintendent of Unified School 

District; Name, Superintendent of High School District; . 

Superintendent of - Elementary School District; and DOBS. 

DEFENDANTS ^ 

Plaintiffs above named complain of defendants above named, and each of 
them, as follows : * 

Plaintiffs, John Anthony Serrano. Billy Aceves. . . . (hereinafter collec- 
tively called “Plaintiff Children”), are citizens of the State of and 

residents of the Counties of and and 

are enrolled in 

b. They ehoiUd ho front loto income familiea. [Personal poverty is not re- 
quired by the Serrano theory — the relative poverty of the district was held 
sufficient to offend the Constitution. However, other courts conceivably could 
confine the right to the poor child who is the most adversely affected by his 
district's poverty.] 

In addition it is important to have such plaintiffs from each class of disirioi 
operating in the state system. For example, California has three kinds of dis- 
tricts — elementary, high school, and unified. Such a system was assumed in 
drafting the model complaint, but states differ in the number of classifications. 

It is not necessary that the plaintiffs be minority children. The theory of 
Serrano has nothing to do with race. Any such allegations risk both confusion 
and difficult questions of proof. Purists would actually prefer white plaintiffs. 
Plaintiff Children are all minors; on [date], plaintiffs. .John Serrano. Jr.. Lil- 
lian Acuna Aceves, . . . , respectfully, were by order duly made by the above- 
entitled court appointed gruardlans ad litem of Plaintiff Children, for the purpose 
of representing each of said minors in this action. 



^Ideally all plaintiff children should share two characteristics: a. Thiy $hould re$ide 
in relatively louj^totalih di$triQt$ with relatively high tax rate$. 

* The county and district officials to he named should s>e chosen from tho wcalthtrst coun< 
ties and districts In each class or at least among the wealthiest counties and districts with 
substantial population. 

* The cause of action has been deliberately drafted to confine the theory to tlin holding 

In Serrano that the quality of public education may not be a function of wealth. The only 
wrong claimed Is wcMth discrimination, or — put another way — a denial of plalntlff*s right 
to “fiscal neutrality.** ^ 

There arc. of course, other ways that have been suggested for defining the Injury. The 
MoTnni$ complaint, for exaropie. argued for spending according to need of the student. 
Even tho original Nerroito complaint contained some such language. In view of tlie fate of 
MelnnU and the court's opinion In £ferrano, however, any such addition seems very rlskv. 
The drafters also decided to exclude any claim of a right to geographical uniformity In 
spending, though some no doubt would feel such a right makes sense and has a chance In 
Itagatlon. 
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II 

Vlaintlff Children are all from families whose income falls below the federal 

poverty standard— namely $ Their ages, addresses, and schools 

attended are as follows : * 

John Anthony Serrano is 8 years old, and attends the Ele- 
mentary School, in the — School District; he resides with his 

father, John Serrano, Jr., who has been appointed guardian ad litem herein, at 

Street, Biixy Aoeves Is 17 years 

old, and attends the High School, in the Unified 

School District; he resides with his mother, Lillian Acuna Aoeves, who has 
been appointed guardian ad litem herein, at Avenue, , 



III 

Plaintiff parents representing their children all have incomes below the federal 

poverty standard — namely Their addresses are as follows: 

Plaintiffs, John Serrano, Jr., Street, 

; Lillian Acuna Aceves, Avenue, 

... ; . . . , , (lierelmifter collectively called “Plaintiff Parents**), 

are all citizens of the State of who reside in the Counties of 

and resp3Ctlvely, and are the 

imrents and guardians of the Plaintiff Children. 



IV 



o 
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This suit Is a class action brought by the plaintiffs on their own behalf and on 
behalf of others similarly situated. Tlie three classes represented by the plain- 
tiffs consist of the following persons: • 

a. All children residing in the State who are attending the 

free public elementary and secondary schools provided by the State of 

except children In those three school districts— elementary, high school, and 
unified, respectively— enjoying the greatest wealth per pupil which Is subject 
to taxation by local authority for purposes of elementary and secondary 
education. 

b. All children in the State of who are attending the free 

! publie elementary and secondary schools provided by the State of 

whose tomlly resources are so limited as to require them to attend public 
< schools, except children in those school districts— elementary, high school, 

'} and unified, respectively — enjoying the greatest wealth per pupil which is 

f . subject to taxation by local authority for purposes of elementary and sec- 

! ondary Vacation. 

! c. Parents and guardians of all children in classes (a) and (b). 

i V 

j 

( These classes are so numerous in membership that Joinder of all their members 

r is impractical. There are question of law and fact common to the member^ of 

{ each elass. The claims of the representative plaintiffs are typical of the claims 
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* Again, Serrano did not require peraonal poverty, nod little la risked if aomo middle claaa 

plalntlfTa are Included so long as the bulk are poor. However, If a court were to confine the 
right to poor children it could be Important to have at least one poor plaintiff from each 
class of school district. (See F.N. No. 1.) ^ , - r a a 

The general formula “P.deral poverty standard*' has no magic, of course. Indeed, it may 
be preferable either to be more explicit bv citing a particular federal standard (e.g. Title I 
of the BSRA or less explicit by simply calling the plaintiffs poor. 

* See F.N. 4, iupra and F.N. 7, infra* , 

* If all the children plaintiffs are from poor families, they will fall Into both classes No. a 
and No. b. That Is, class No. b la the class of poor children living In relatively poor districts : 
class No. a Is alt children living in relatively poor districts. The reason for drawing the 
distinction at all is to permit the court to focus on persona/ poverty If It does not want 
to accept the Serrano concept that diMifiet wealth variation itself is Invalid as a byls for 
spending differences. The narrower theory would not seem to limit the practical effect or 
the decision. The state could hardly fashion a wealth-neutral system operating separately 

Tlw^ parentM-class role is merely representative. The right is the child’s right. The 
Serrano opinion vaguely suggests the possibility of a separate right for the parent, biit. 
even if such right existed, it would add nothing. Hence It has been left out as merely dis- 
tracting. It Is unthinkable that a court recognising such a right would refuse to recognize 
the child’s right. 
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of each class, and said representative plaintiffs will fairly and adequately protect 
nnd represent the inter»*;-its of ench clnss. The defendants hnve acted and 
refused to act on grouinls generally applicable to ench class, nnd the relief de- 
manded Is appropriate for .iach clnss ns a whole. 

VI • 

Defendants Tax Collector, County of 

Treasurer, County of ; - Superintendent of Schools, 

Schoof District; Superintendent of High School 

District; and Superintendent of Elementnp School 

District are each sued both In their oiildal capacities and as representatives o 
the Treasurer, Tax Collector, and School Superintendent of each of the counties 
and unified, high school nnd elementary districts In the State of 
The treasurers, tax collectors, and superintendents of public schools of the coun- 
ties and 8(iooI districts Oi' the State of constitute a class so numerous 

that joinder of all its members Is Impractical. 

VII 

There arc questions of la w and fact common to the members the defendant 
class, and the representative defendants will fairly and adequately represent the 

Interests of the class. VIII* 

Defendant is Attorney General of the State of 

and this action is brought against him In his official capacity ns 

Defendant, Is the Treasure^* of the State and this ac- 

tion is brought against her in her official capacity as Treasurer. 

Defendant, Is Superintendent of Public Instriictl^ of the State of 

and this action Is brought against him in his official capacity as 

members of the 

State Board of Educntlon of the State of and this action Is brought 

against each of them In his or her official capacity as member of such board. 

Defendont, is the Controller of the State of and this 

action Is brought against him in his official capacity as Controller. 

IX“ 

The true names and cnpaclUes, whether indi^dual, 
or otherwise, of defendants named herein ns DOES, are * 

who therefore sue said defendnntt by such fictitious ^ 

amend this complaint to show their true names and capacities when the same 

have been ascertained. 

The State of . (sometimes herein "the State”) under the provl- 

ainta nf ArHriP of the Constitution, is responsible 

for [malntalnlng'a'system of free public elementary and secondary schools] 

•This «et of defendants Is composed Rovernments affcctlnp 

aWimVisc'XsiMSn & -f"” """ "" """■ 

the question. 
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(hereinafter the "school system^^ for all of the children of the state, including 
Plaintiff children, 

XI 



In maintaining the school system, Is forbidden by the Equal Pro- 

tection clause of the Fourteenth Amendment of the law and the Constitution of 

the State of (including Article v Sections 

and , and , , , of said Constitution) to make the dollar expendi- 

ture” for the publicly financed education of any child a function of the wealth 
of the child's family, his school district, or any entity other than the State of 
as a whole, 

XII 



Under the provisions of its [Constitution and ?] “ statutes the State has es- 
tablished a financing system for its public schools (hereinafter entitled the 
financing system") which makes the expenditure” for every child's public edu- 
cation a function of the taxable wealth per pupil of the school district in which 
he resides. Under the financing system, school districts created by the State 
within each of three classes — unified, high school, and elementary — have widely 
varying amounts of taxable wealth per pupil. As a consequence of such differences 
In wealth among state created districts, and because of the financing system as 
a whole, the school districts within each class have widely variant expenditures 
per pupil of similar age and grade. Examples of the relation between district 
wealth, taxing, and expenditure are set forth In Exhibit “A" attached hereto 
and incorporated herein by reference, A more detailed analysis of the structural 
relation between district wealth and district spending is set forth in Exhibit "B" 
attached hereto and lncori)onited herein by reference, 

XIII 

The plaintiffs are suffering serious inequality and injury in regard to a funda- 
mental interest— the Interest in education— by virtue of state created variations 
in i>er pupil expenditure upon their public education caused by variations in 
school district wealth and the financing system, 

XIV 

The financing system serves no compelling interest of the State which cannot 
be served as well or better by other financing structures which do not make the 
amount of spending for a child’s public education a function of wealth variations. 
Many such alternative systenks are available for adoption by the State,* 



XV 



The financing system violates both the Equal Protection clause of the 14tli 

Amendment and tlie Constitution of the State of insofar 

as it renders expenditure for plaintiffs’ public education a function of the wealth 
of the school district in which each plaintiff resides. 

Wherefore plaintiffs respectfully pray : 



« Note that the complaint refers only to differences In spending as the measure of Injury, 
The term ''quality" of education was used In the first draft but was eliminated In favor 
of the more objecilve money standard. Of course. It is Imnlled that dollars spent are related 
to QuoUty, It Is not likely that the court will put the plaintiffs to proof on this quesMon, 
but it Is possible. There Is In the Serrowo opinion at least some ambiguity In this rCjiard, 
If the coat/quality relation were a question of fact, presumably It Is essentially an Issue 

^^“1rfie*nature*of the State financing system must be described, but It seems unduly cumber- 
some to try to do so In the body of the complaint. All that matters Is that wealth variations 
affect spending. Since this Is everywhere the result of the use of districts of varying wcnltli, 
this simple allegation seems adequate and easier to follow. However, more detailed analysis 
should be availanle as In Exhibit "B," i 

“The State constitution Itself may or may not mandate a system which Is influenced 
by wealth variations. See F,N, 12. supro. ’ i* i * i 

“The complaint does not differentiate between current and capital expenditures and 
thereby Is intended to Include both, A note to "Exhibit A" is intended to confirm this. In 
fact. State systems In general make the capital costs of districts the most obvious kind of 
fiscal discrimination, since very little State aid. If any, goes for such costs, 

“Whether a sample of such systems should be described in an exhibit to the complaint 
Is a matter of Judgment, As an example of how such alternatives might bo set out a sep- 
arate "Appendix" Is attached. It is reproduced from an amicus brief In the Serrano case. 
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«>e rnmnclng iysten, " StateVS '?.I.'1''."_^^^^^ the e, 

ThQt dcf GDdnnf a nn/9 u 

rir;?r„? ope™«n. , 

sHilHSSr— 

ffi for?he public" ^o ai’lo 2“' “PP”“'“e >av 
of school districts^ mS^or J “o longer be a fnn.H 

Sin JiS”'’””*® “"'i «" '-SSretonT “"'* '^“stltnlol. ”(“' ‘° 

tlon of wealth. istem Insofar as that operatlon^^mnu^"^*^ Order enjoin 

™aKes spending a func- 

other and further relief as .nay be proper. 



^ Exhibit “A” '^'^u for riaintiff 

sSnK 

students In averLgfda iVK'^® following ^ 

Department of Public statistics are from tho^ m t 

Expenditure may for docB nno °f the State of reports 



Hobac® Mann, 
Attomcv for Plaintlffa 



District 



Big Tree UNIFIED DISTRICTS 

Utile - 

Sick Tree. 



ADA 


A.V.P.P. 


Total school 
tai rata 


1,250 
f 600 
1, 100 


$100,000 

50,000 

4,000 


1.3 

2.0 

6.00 



Exhibit "B” 

lint, npnndln, dilld to ffliwcV^Wu.""'’ 



per pupil 



$1,700 

1,350 

500 



o 
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m 
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[This analysis should be undertaken with great care and, if possible, with the 
aid of competent school economists. The following is a sample analysis of the 
California systroi. It wtis presented to the California Supreme Court in one of the 
briefs in Scrroh ). It suggests one form of analysis which may be useful. Of course, 
each state will be unique to some extent. For a discussion of the basic method of 
analysis on which the following presentation was based see Coons, Clune, and 
Sugarman, Private Wealth and Public Edueation, Parti (Harvard Press, 1970). 
The Lawyers' Committee has a list of experts who have volunteered to assist on 
a time-available basis.^^] 

(Here, for the model, the Urban Coalition brief pp. 4-21 will be reproduced.) 

APPENDIX 

7. A WIDE VARIETY OK KISCAIXY NEUTRAL SYSTEMS WOULD SATISKY THE STATF/S 
INTEREST IN DECENTRALIZED DECISIONMAKING 

[From Serrano amicus brief] 

California may have an interest in maintaining a decentralized system of school 
Hnancing. It may wish to permit school districts to express different commitments 
to education. This is mi interest which is not only legitimate, but which deserves 
respect, whether or not it qualifies as “compelling" under Shapiro v. Thompson, 
30*1 U.S. G18 (19G0). Amid have shown in the previous section that fiscal neu- 
trality is compatible hi theory with either centralization or decentralization of 
funding decisions. This will now be demonstrated with several examples of 
fiscally-neutral systems. These are no more than a few of the numerous systems 
that the principle would permit ; note that there is no system that fiscal neutral- 
ity would require. 

This showing is important because of the constitutional significance of “less 
onerous alternatives" — other forms of regulation which will serve the interest 
of the State without burdening the fundamental interest asserted by the individ- 
ual. Williams w Illinois, 390 U.S. 235 (1070). This Court has stated the proper 
inquiry to be whether the regulation is : 

. necessary to promote the state's legitimate interest because there 
existed alternative and less intrusive means whereby the state could further 
its interest" In ro Antazo, 3 C.3d at 114. 

Answering tlie inquiry in the Antazo case the Court declared: 

“Because tlie state has available to it these alternative methods of collect- 
ing fines, we cannot conclude that Iniprisonment of Indigents is necessary 
to promote this state interest" Ibid. 

We turn then to illustrate the wealth of alternatives available to the legis- 
lature. 

DECENTRALIZED SYSTEMS WHICH RESPECT THE RIQllTS TO FISCAL NEUTRALITY 

At least two general styles of decentralized systems are possible, either of 
which, alone or in combination with the other, would eliminate the effects of 
variations In wealth while retaining — indeed increasing — local fiscal control. 

District Potoer Equalizing. If the legislature wished to emphasize local gov- 
ernment even more than it docs row, it could easily equalize the revenue-raising 
power of the existing school districts simply by eliminating wealth from the 
formula which determines a district's per pupil expenditure. Instead of the 
educational offering being a function of both district wealth and district tax 
effort, as now is the case, it would become a function of effort alone. The easiest 
way to perceive this is to suppose that the legislature has adopted a table which 
si>ecifies how much on the average i>er pupil each district will be permitted to 
spend for each level of tax effort it makes against local wealth (preferably in- 
come, but, more realistically— considering tradition and existing patterns— real 
property). Such a table for elementary dlstrictn might look like this: 



^ Some annlyBis of tho effect of wealth variation upon capital expenditure Rhould be 
added. This would be relatively simple In most States since there Is no State aid to alter 
the perfect relation of spending to district wealth. 
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District tax rate on local property : 

10 mills (lulnlnium rate permitted) 



11 

12 

13 

14 

29 

30 mills. 



Permissible district 
per pupil expenditure 

$500 

550 

600 

650 

700 

1,450 

1,500 



Irrespective of the amount of the local collections, the district would be per- 
mitted to si)end per pupil that amomit — and only that amount — fixed by statute 
for the tax rate locally chosen. Rich districts and poor districts taxing at 12 mills 
would provide a $600 education. l*oor districts and rich districts taxing at 30 
mills would provide a $1,500 education. The sole factor determining what a 
district could spend would be the sacrifice In property tax it was willing to 

Such a system might, of course, Involve the redistribution of excess local 
collections in rich districts and the State’s subvention of insufficient collections 
In poor districts. If desired, redistribution of excess collections could be mini- 
mized by either or both of two techniques. First, the legislature could redraw a 
relatively small number of district boundaries and thereby eliminate freakishly 
rich enclaves — say those with wealth more than four times the state average. 
Second, Industrial and commercial property could be removed from the district 
base and taxed by the State at a uniform statewide rate, eliminating its role as 
the principal cause of extreme district wealth. By reducing the spectrum of dis- 
trict wealth per pupil In either manner, or both, the State could easily assure 
that no district would raise more locally than it could si)cnd. 

The magnitude of subventions to poorer districts would depend largely on the 
extent to which the legislature wishes to pay for the total statewide cost of 
education out of statewide sources; this in turn would be affected by the extent 
to which It wishes to stimulate district effort, using State money as an incentive. 
If the State were willing to permit the richest district to retain all that It col- 
lected locally. It would assume centrally a more substantial portion of the total 
education budget in order to render the poorest district equal to the richest in 
its ability to meet the costs of education. The formulas for controlling total 
cost and the respective State and local shares are infinitely variable, but the 
effect In any case is to make all districts equal in their poioer to raise aollars 
for education. The variations from district to district in dollars i>er pupil spent 
upon education would thus be a function of local interest in public educatlom 
Power equalizing would not guarantee equal dollars per pupil — a fatuous 
counterproductive goal. It would merely deny the **rlght” to have a better school 
for lc88 effort and, thereby, would maximize the incentive for political effort at 

the local level. ^ i 1 1 , 

Family Choice Systems. If the legislature wished to emphasize Individual 
choice, it could apply the power equalizing principle to a different unit The 
family Instead of the school district could be given the power to decide its own 
desired level of effort for education. The wealth against which the tax effort 
would be made would be the family income per child. For each level of self- 
chosen tax effort permitted by the particular system, a specific level of spending 
would be allowed the family for all Its children. Each child would be given a 
voucher in the amount fixed by the statutory formula with which to purchase 
education. Given appropriate adjustment for marginal utility, cost of living, 
etc., equal tax efforts would give families of varying wealth equal access to 
schools of the same per pupil expenditure. ^ ^ u 

The Slate would decide how the necessary range of schools would be provided. 
If it wished, it could permit both public and private schools to respond to the 
variety of choices made by families; the resulting system would resemble a 
market in which public and private educators could meet a variety of demands 
for quality by si>endlng varying average amounts per pupil. All participating 
schools (Including private schools. If Included in the system) would have m 
accept the voucher as the sole measure of tuition. Otherwise wealth determinants 
of quality would be reintroduced by the option for parents of varying wealth to 
supplement the state stipend. On the other hand, private schools not acceptlnR 
the voucher could charge what they pleased, as they do today. Obviouslyt 
refinements, complexities, and objections are neglected here, but at the least It 
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sa conservative” experiments in scliool finance can 

H,,rvi In P?® ^ V" proposed. A mnnber of siicli sclienies are out- 

l)X. lofo) ' Can.- 

CENTRALIZED SYSTEM WHICH HESPECT THE RIGHT TO FISCAL NEUTRAUTT 

It is diflacuit to imagine any system of pnbiic education financed entirel-^ hv 

ri^t^to V ‘‘"‘1 distribution which wouid infringe the 

right to flscai neutrality. Fnrtliermore, centralized financing would not neces- 

St Sef "r Ip concerning spending To whatever de- 

pSiderbfthe State® emphasize local choice in spending the dollars 
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